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A Banker’s Diary 
Mid-February—Mid-March 
HEAVY revenue collection has continued to dominati 
the money market. Between December 31 last, and 
= March 13 the surplus of revenue over ex 
Uhe penditure amounted to £128 millions, and 
Money 42: : : . rot . It; : 
Market this was the main cause of the simultaneous 


reduction of 4133 millions in the Floating 
Debt, and £104 millions in the total issue of Treasury 
bills by tender. To the market it meant that the banks 
were continually paying over large sums into the ex- 
chequer, repaying cheques drawn by their customers 
In pavment of taxes, while the banks were equally being 
epaid large sums in redemption of Treasury bills held 
by them. The figures quoted above show that the banks’ 
ayments and receipts approximately balanced, but the 
vaanks have not always been tree lenders, as it was 
difficult for them to tell from day to day whether they 
were going to gain or lose funds. Also those banks who 
1appened to hold comparatively few February or early 
March maturities must have found themselves out ot 
funds. Meanwhile the steady repayment of Treasury 
bills has held discount rates down practically to the banks’ 
minimum buying rates. In the middle of March three 
months’ bank bills were quoted at 13—,°, per cent., while 
the effective market rate for Treasury bills was_ the 
minimum } per cent. The banks were not buying freely, 
possibly because of the reasons discussed above, and the 
whole atmosphere of the market has been very quiet. 





fue February returns of the eleven clearing banks show 
i decrease since January of £33-4 millions in deposits, 
y offset by a contraction of £38-5 millions 
Clearing jn their discounts and £13:0 millions in 
Bank ee gees ae ~~ 

Averages their call and short loans. [hese movements 
are all traceable to current revenue collec- 

tion and redemption of Treasury bills; for deposits have 
been depleted by customers’ tax payments, while a 
ontraction in the Treasury bill issue has reduced both 
he banks’ own discounts and their call and short loans, 
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which to a large extent are made to bill brokers against 
Treasury bills. These and other changes are shown in 


the following table :— 
Feb., 1936 Jan., 1937 Feb., 1937 


£ mill. £ mill. £ mill. 
Deposits nie ais +“ 2,122°5 2,307°2 2,273°8 
Cash .. ia - — 228:6 237°7 230°I 
Call and Short Loans sa 157°2 179°4 166°4 
Discounts o - a 294°5 345°I 306-6 
Investments .. ‘a pa 629°4 669°3 671-3 
Advances aa “8 os 824°I 880-0 903°5 


The reduction since January of £7-6 millions in cash 
is not very easy to explain. There has been a similar 
reduction in bankers’ deposits at the Bank of England, 
but this is not due to revenue collection, partly because 
the whole of the revenue surplus has been applied to the 
redemption of Treasury bills, and also because there is 
no noticeable increase in public deposits. It is in 
fact partly traceable to a decline in discounts and 
advances and other securities held by the Bank, that is 
to the ordinary banking operations of the Bank of 
England, as distinguished sharply from operations by 
the Government. Clearing bank advances have risen 
since January by £23-5 millions. Here the new French 
railways sterling credit is the main cause, but some of 
the banks’ customers may have been borrowing as usual 
in order to pay their taxes. Investments show little 
change. The contraction in bank cash has at the moment 
outstripped the fall in deposits, with the result that 
between January and February the clearing banks’ 
aggregate cash ratio has shrunk from 10-3 to I0°I per 
cent. This is nearly down to the banks’ normal mini- 
mum and so it is easy to see why money has lately been 
not quite so easy and why the banks have not been free 
buyers of bills and securities. 


THE London foreign exchange market during the month 

was mainly dominated by events in France. Up till 

early March the franc was subject to con- 

The tinued pressure. It was realised that in 
Foreign P Page ; 

Exchanges 20 circumstances could it rise above its 

pegged rate of Frs. 105-15, and there were 

persistent rumours that it was about to be allowed to 

depreciate to its lower statutory limit corresponding to 


EP 
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about Frs. 112. The announcement of the French 
financial reforms on March 5 caused a complete change 
in the position. Briefly the French Government under- 
took to remove penal taxation on exchange profits 
from repatriated funds; to give general authority to gold 
dealings inside France; to arrange for the Banque de 
France to buy gold at published prices corresponding 
to the world price of the day; to reorganise the control 
of the Exchange Equalisation Fund; to limit Government 
expenditure ; and to issue the new Defence Loan which 
is described in a following note. This news caused a 
change of sentiment in favour of the franc, especially as 
the Bank of France at once announced its new gold 
price, while the French Exchange control abandoned the 
pegged rate of Frs. 105-15. Initially the franc de- 
preciated to Frs. 108}, this being due to the removal of 
the peg, but it quickly improved and so soon as the rate 
fell below Frs. 107} the French control began to buy 
sterling. By March 15 the spot rate was back to Frs. 1063. 
Forward francs have also strengthened, and on March 15 
the 3 month’s rate has narrowed to Frs. 12 discount or 
only 6 per cent. per annum. Dollars have been strong 
on the whole, and the London-New York rate was 
affected to some extent by the fluctuations in the franc. 
On March 15 sterling was quoted at $4-882. Dutch 
guilders were weak early in March owing to sales of 
guilders against francs, this being another repercussion 
of the French reforms. 


THE general background of the new French financial 
reforms is discussed in a special article in this issue. 
Meanwhile it is useful to place on record 

bak Sear the details of the new French Defence Loan, 
pe for in one or two respects they are unpre- 
cedented. The loan is limited by statute 

to the amount authorised to be spent upon national de- 
fence, namely Frs. 10,500 millions, and this was an obvious 
psychological appeal to the French investor. It bears 
interest at 43 per cent., and was issued at a price of 98. 
It is redeemable at par by purchasers or dealers within 
60 years, the French Government having the right to 
accelerate its repayment after 1942. The most inter- 
esting point about the loan is the exchange guarantee, 
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included with the deliberate object of encouraging a 
repatriation of French funds. The simplest course would 
have been to issue sterling and dollar tranches in London 
and New York, but the British Treasury control over 
foreign borrowing, and the Johnson Act in the United 
States prevented this from being done. Instead the 
bondholder is given a quadruple option in respect of 
each half-yearly interest coupon. Thus the holder of a 
bond for Frs. 500 may (I) encash his coupon in Paris 
for Frs. 11:25 French francs; (2) he may encash it in 
Switzerland at a bank appointed by the Bank for Inter- 
national Settlements for the amount of Swiss francs 
equivalent to 11-25 French francs, at the rate of ex- 
change on the day of encashment; (3) he may claim to 
be paid the equivalent in francs of 2s. 1d. sterling, calcu- 
lated from the agreed official Paris exchange rate for 
sterling for the three Bourse days ending two days before 
the date of payment; or (4) he may claim to be paid 
the equivalent in French francs of 51 United States cents, 
calculated in the same way. These last calculations are 
based on the exchange rates current immediately before 
the issue of the loan, namely Frs. 106-95 to the pound, 
and Frs. 21-go to the dollar. A similar option attaches 
to the repayment of the principal of the bonds. Thus 
a bond for 500 French francs may be repaid in the franc 
equivalent of £4 13s. 6d., or $22-83. It will be seen that 
if the franc begins to depreciate it will at once pay bond- 
holders to exercise their right to be paid in the franc 
equivalent of sterling or dollars, and so these provisions 
afford an ingenious but effective guarantee against any 
depreciation of the franc. This guarantee has enabled 
the French Government to place the first two tranches of 
the loan, amounting to Frs. 8,000 millions, on extremely 
favourable terms, and while it is early to tell if this opera- 
tion has set in train a substantial repatriation movement, 
the initial result was to strengthen the franc, and to 
enable the French Exchange Fund to sell francs against 
sterling in order to replenish its resources and to check 
too rapid an appreciation of the franc. The immediate 
reaction in London to the Defence Loan and the other 
French reforms, including notably the removal of the 
penal taxation on exchange profits, was on the whole 
favourable. 
B2 
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THERE was a further decrease in imports during February 
of £3°9 millions, but they were {9-4 millions higher than 
in February, 1936. The decrease was 
February almost entirely due to a drop in raw 
Overseas Pr eat ee ce > eo ee 
Trade material imports during February of £3:-6 
millions. British exports increased slightly 
from {38-1 millions in January to £38-6 millions in 
February, against £35-1 millions in February, 1936. 
Re-exports were {1-8 millions higher than in January 
and {1-3 millions above those of February last vear. 
The returns are summarised below :— 


Feb., 1936 Jan., 1937‘ Feb., 1937 


£ mill. £ mill. £ miil. 
Imports 62°3 75°6 qI°7 
Exports 35°1 38-1 38-6 
Re-exports 5°6 5'1 6-9 
Total exports. . 40°7 43°2 45°5 


The adverse trade balance for the first two months 
of this year amounted to £57°5 millions, compared with 
£52-6 millions for the first two months of 1936. 


With the important constitutional changes in India 
which the inauguration of Provincial Autonomy will 
necessitate this month (April) it is satis- 

Pe ml factory to note that the least possible dis- 
Changes turbance will occur in the Banking and 
Financial sphere. Though Burma will be 

politically separated from India, the responsibility of 
the Reserve Bank for the management of the Currency 
in Burma will continue for at least three years and 
during that period the Bank will also conduct the banking 
business of the two Governments and perform its central 
banking functions in both countries. The Reserve Bank 
of India has now been operating since April, 1935, and 
owing to its custodianship of the reserves of the Scheduled 
Banks and its close association with the Imperial Bank 
of India it has become widely recognised as an essential 
part of the Indian banking system. Its main functions 
of regulating internal credit and maintaining the ex- 
change value of the Rupee have been successfully carried 
out, ‘and though economic conditions have undoubtedly 
been such as to facilitate its operations, the experience 





' V2 ae FN Ot Oe 


| 


A BANKERS DIARY . 


it has gained, especially in the last few months when 
trade conditions have been more active, has been very 
valuable. In the Governmental sphere the Reserve Bank 
has so far dealt primarily with the Central Government 
in India, regulating the issue of Treasury Bills and pro- 
viding it with its Ways and Means resources both at home 
and abroad as well as arranging for the flotation and 
repayment of Indian Government rupee and sterling 
stocks. The Central Government in turn has_ been 
responsible for the financial requirements of the Provinces, 
but now that the Provinces have become autonomous 
this procedure will no longer be followed. Each Province 
will henceforth maintain a separate banking Account 
with the Reserve Bank and have to arrange its own Ways 
and Means programme with the Reserve Bank authorities. 
In its recently issued report covering its activities for 
the year to December 31, 1936, the Bank draws atten- 
tion to this aspect of the Reforms and states that the 
consequential arrangements are being made between 
the parties concerned following the conference of Ministers 
held in August last. 


It had been hoped that almost as soon as Burma became 
an autonomous Province Currency Notes of a distinctive 
design would be available for use in Burma 


ee as this would have facilitated certain 
Reforms ‘fmancial adjustments consequent on_ the 


joint use of the Reserve Bank by both 
India and Burma. Owing, however, to the abdication of 
King Edward VIII, it has been necessary for new designs 
to be prepared, and it is now contemplated that the 
present Indian Currency Notes shall be utilised as a 
stop gap, the notes being over-printed with the words 
‘“ Legal tender in Burma only ’’. As the Government of 
Burma is to obtain a share of the surplus profits of the 
Reserve Bank of India based on the proportion of 
Reserve Bank Notes circulating in Burma, the adoption 
of this device will facilitate the necessary calculations. 
From January 15, 1937, certain amendments to the 
Indian Companies Act of I9g13 came into force which 
deal solely with Banking Companies. For the first time 
a banking company is defined as a company which 
carries on as its “‘ principal ’’ business the accepting of 
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deposits of money on current account or otherwise subject 
to withdrawal by cheque, draft or order. In addition 
to this “ principal” business a “ banking ” company 
may engage in the various other acitivities which are 
enumerated in Section 277 F. and which, in general, cover 
the normal field of Banking endeavour. ‘ Banking ” 
companies formed after January I5, 1937, must, how- 
ever, expressly limit the objects set out in the Memoran- 
dum of Association to accord with the provisions of 
Section 277 F., and after two years this section is also 
to apply to all existing Banking companies. Other 
regulations affecting Banking companies are the restric- 
tion on the commencement of business until a working 
capital of at least Rs. 50,000 has been subscribed and 
paid (Sect. 277 I), the prohibition of the creation of any 
charge on unpaid Capital (Sect. 277 J), the creation of a 
compulsory Reserve fund to which (until the amount of 
the Fund equals the Paid up Capital of the Company) 
not less than 20 per cent. of the declared profits shall be 
carried before any dividend is paid (Sect. 277 K.), the 
maintenance of a Cash reserve equivalent to at least 
1} per cent. of Time and 5 per cent. of Demand Liabilities, 
and the filing with the Registrar of a Statement showing 
the amount held weekly in this Cash Reserve (Section 
277 L(t) ). Scheduled Banks are exempted from the 
provisions of Section 277 L(1) (for it will be remembered 
these already maintain Cash Reserves and furnish state- 
ments under the Reserve Bank of India Act) and further 
the necessity to create a Reserve Fund (Sect. 277 K) 
will not apply to existing Banking Companies until the 
expiration of 2 years from January 15, 1937. It seems 
clear that these regulations will act as a deterrent to 
the formation of numerous petty banking concerns and 
if some of the less important institutions at present in 
existence are encouraged to amalgamate into larger units 
the result will be all to the good. 





| 
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Rearmament Economics and 


Finance 


HE announcement of the Government’s defence 
| programme, with its total expenditure of {£1,500 
millions and its proposed borrowing of {£400 
millions, naturally created a profound impression both 
at home and abroad. It is now realised that as the 
programme is to be spread over five years, both totals 
must be divided by five in order to arrive at the annual 
burden; and it is also realised that they include the 
normal expenditure on the defence services which finds 
its place in every budget and which is already covered 
by existing taxation. The issue of the defence estimates 
for 1937-38 helped to place the whole question in a 
better perspective. It is true that the year’s quota of 
£80 millions is to be borrowed, in accordance with the 
general plan of the Government; but it is equally true 
that the immediate new burden upon the taxpayer is 
likely to be comparatively light. 

This is clear from a comparison of the estimates for 
1937-38 with the estimated and actual expenditure for 
1936-37. Comparing original estimates for both years 
there is an increase of {119-5 in defence expenditure; 
£80 millions of this is to be borrowed, leaving a net 
increase of {39-5 millions. The 1936-37 budget has 
balanced, however, in spite of the fact that actual 
expenditure is about {28 millions higher than the 
estimates. So far as the need for new revenue is con- 
cerned, therefore, the effective increase for the moment 
is only {11-5 millions. The position, however, is com- 
plicated by the absorption of the Road Fund in the 
general budget. This explains a large part of the pub- 
lished increase of £43-2 millions in the civil service and 
revenue department estimates, and it is probably fair to 
assume that the Road Fund absorption will next year 
bring an extra {28-5 millions into the Exchequer. This 
leaves a net increase of {14-7 millions for the civil 
estimates, or a total increase of {26-2 millions for which 
new revenue will be required. 

Trade continues to expand, and existing taxation 
will next year be more productive of revenue. Also the 
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tax increases imposed a year ago ae become fully 
productive in the new year, 1937-38. It is thus reasonable 
to hope that the whole of ‘this £26-7 millions, and 
possibly more, will accrue automatically to the Ex- 
chequer out of the buoyancy of the revenue, without 
there being any need for fresh taxation. 

So far, so good. The Chancellor, however, will pro- 
bably desire to make some provision for supplementary 
estimates, to meet unforeseen contingencies, including 
the possible acceleration of the defence programme. 
Also the geod trend of raw material prices and other 
costs may force an upward revision of the cost of the 

rogramme as ¢ a present estimated. Thus there may be 
need fo se dditional taxation, but the raising oi the income 
tax rate from 4s. gd. to the round figure of 5s. in the 
pound should suffice. Such an increase has already been 
discounted by business opinion in the country. 

A more important question is whether the defence 
expenditure and borrowing will cause inflation? This is 
a loose term, and the better question to ask is how far 
it will upset the general economic life of the country? 
Some disturbance is inevitable, as the country’s main 
factors of production (workers and machinery) are 
already employed not iar off capacity. If these fears 
mean that other forms of production will either have to 
be abandoned or deferred until rearmament production 
is complete, then there can only be one answer. The real 
problem is to find the best way of enforcing such post- 
ponement. 

There are two complementary sides to the problem. 
First there is the more immediate danger of a shortage 
of the factors of production, already illustrated by the 
sharp rise in certain commodity prices, and the lack of 
certain essential materials and skilled labour. The other 
and less certain danger is that of a shortage of the 
savings required to finance the rearmament programme. 
The risk here is that there may have to be an artificial 
inflationary expansion of banking credit to enable the 
banks and the investor to take up the new defence loans. 

The second is obviously the most immediate concern 
of bankers, but the two are closely connected. If the 
general demand jor capital, both public and private, 
can be kept within che limits of the av ‘lable supply, 
then the question of adequacy of the available factors ol 
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production is brought within more manageable limits. 
It becomes mainly one of the proper reorganisation of 
industry, and more particularly one of bringing the 
special areas back into employment. 

Generally speaking, if the banks had to support the 
new defence loans, and if new cash had to be pumped 
into the banking system to enable them to do so without 
sacrificing their cash ratios, then there is prima facie 
evidence of inflation. The degree of inflation may not 
prove serious, for nothing more may be necessary than 
a continuance of the tendency of bank cash to expand, 
which has been in evidence for the past few years. Still 
this expansion has already brought us from depression 
to prosperity, and the cumulative effect of its continuance 
for another five years might easily bring us from prosperity 
to unhealthy boom. In some respects we are already 
experiencing boom conditions to-day. Hence it is 
reassuring to have the opinion of Mr. Keynes that the 
new savings of the nation should be sufficient to cover 
the defence loans. If he is right, an artificial expansion 
of bank credit, in advance of the improvement in trade, 
will be unnecessary. 

Another possibility which may help considerably is 
that of the repatriation of French funds trom London. It 
is not generally realised that as the Exchange Equalisation 
Account buys gold, Treasury bills have to be issued to the 
banks to enable the gold to be paid for; and conversely 
as the Exchange Account sells gold, the Treasury bills 
can be redeemed. To illustrate the possibilities of a large- 
scale repatriation of French funds, assume that it amounts 
to £100 millions. Assume also that it entails French 
sales of £50 millions of gilt-edged securities, the with- 
drawals of £40 millions of French deposits from the 
British banks, and the dishoarding of {10 millions of 
British currency. All this £100 millions will pass through 
the British banks, and meanwhile the Exchange Account 
will sell £100 millions of gold to France and redeem 
£100 millions of the banks’ discounts. 

The initial impact of all this on the joint-stock banks 
will be as follows :— 


£ mill. 
Deposit: ” - .. = gO 
Cash .. ws “ .. + 0 


Discounts a -3 ao - IOo 
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The {£90 millions drop in deposits arises partly from 
direct French withdrawals, and partly from the French 
sales of securities to British purchasers who pay for them 
by cheques drawn on their banking accounts. This 
money is also withdrawn by the French sellers of the 
securities. 

The Government will lose £100 millions of gold and 
will carry out a reduction of £100 millions in the effective 
floating debt; {£50 millions of Government securities will 
be thrown on the market, thereby initially prejudicing 
the power of the Government to float defence loans. 

Now look at the secondary consequences. The banks 
have gained {10 millions of cash, representing dishoarded 
notes. This permits of an increase of £100 millions in 
deposits, whereas so far there has been a decrease of 
£90 millions. Hence the banks can in theory increase 
their deposits and investments by {£190 millions, without 
sacrificing their cash ratios. That is, the banks can take 
up not only the £50 millions of securities previously in 
French hands, but also another £140 millions of defence 
loans. This also means that there has been an increase 
of only £40 millions in the effective national debt. The 
Government has repaid {100 millions, borrowed from the 
banks, out of the proceeds of its gold sales, and the 
reactions on the banking system enable it to borrow 
from the banks £140 millions for the purposes of defence. 

This illustration is crude and incomplete, and we 
have yet to see if French repatriation reaches this scale. 
Still it shows how repatriation may facilitate defence 
borrowing and prevent any inflation of credit. 

Finally, there is the question of correlating the supply 
and the demand for capital in such a way as to minimise 
shortages of the factors of production. This throws 
several new duties on the banking system. First, there 
is an obvious case for postponing non-essential public 
works pending the completion of the defence programme; 
and this suggests the need for closer control over local 
government borrowing for the purpose of new capital 
expenditure. This control can be exercised by the 
Government and the banks acting in co-operation, and 
should discriminate between essential and non-essential 
objects rather than consist of a blind veto. Next, the 
Government may be driven to instituting some form 
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of control over new home industrial flotations, just as 
foreign lending is controlled to-day. It is to be hoped 
that this will be unnecessary, but the demands of re- 
armament on the available factors of production must 
come first, and it may be advisable to regulate new 
private enterprise requiring fresh capital construction. 
The most natural way of doing this would be to permit 
a slight increase in the long-term rate of interest, and it 
is to be hoped that in their natural anxiety to float 
the defence loans on favourable terms the authorities will 
not take steps to resist unduly such a trend. A higher 
interest rate might cause the postponement of a certain 
amount of new private enterprise which might otherwise 
compete with the rearmament demands for available 
equipment, materials and labour. 

Bankers might also begin to scrutinise applications 
for new loans from the angle of public expediency. Here 
the merits of each application must remain the primary 
test, but when accommodation is sought for a new enter- 
prise, a banker might usefully reflect whether that new 
enterprise had an assured future before it or whether it 
was dependent upon the continuance of active trade 
conditions. Similarly the banker might reflect whether 
in the national interest a particular new enterprise ought 
not to be postponed until the rearmament work is com- 
plete. The answer to that question will depend upon 
the location of that enterprise and the kind of equipment, 
material and labour required by it. Even applications 
for loans from professional and private customers of the 
banks may require some scrutiny from this point of view, 
for the successful execution of the rearmament programme 
may require a certain curtailment of national consump- 
tion. A closer examination of loans from the “ con- 
suming ’’ classes may be just as efficacious in ensuring 
this as an increase in taxation. 

Conversely generous consideration should be given to 
any application for a loan which may create employment 
in the special areas or other parts of the country where 
unemployment is severe. Similarly loans of a kind 
calculated to foster export trade will be welcome. Any 
extension of national activity in either of these directions 
will not only be good in itself but will render it easier 
to carry out the rearmament programme with a minimum 








14 THE BANKER 





of general economic disturbance to the country. This 
is one of the points recently made by Mr. Keynes, and 
it is a point of considerable importance. We cannot 
afford to have men and machinery standing idle at the 
moment, and the more we export the more we can import 
both of materials we cannot produce ourselves and 
also as a general contribution to our own efforts. 

There is no need to feel any immediate alarm. [ive 
years is a long time, and there will be ample opportunity 
to see if difficulties are occurring and to put them right. 
The essential thing to-day is to envisage the broad 
character of the economic problems of rearmament and to 
lay our plans ahead for such contingencies as arise. This 
is a matter which concerns not only the Government, 
but bankers, industrialists, labour and, in fact, the whole 
community. 


France at the Cross Roads 


O understand the position in France, weight must be 
given at the outset to psychological factors. Upto 
June, 1936, deflation had reached a point of such 
intensity that, coupled with the backward social struc- 
ture, there was definite danger of an explosion. The 
advent of the Front Populaire, if it did nothing else, 
provided a psychological détente, which may yet prove 
to be its most important achievement. There followed 
hurried implementation of policies and promises, some 
rash, but many wise and overdue, and the compression 
into a few months of reforms and progress which should 
have taken years. Excesses have been committed, and 
the methods adopted were often crude. The only 
reasonable approach, therefore, is to evaluate the under- 
lying factors. Of these, the financial problem is the most 
dangerous and, paradoxically enough, should be con- 
sidered apart from general economics. Economically 
France is sound and liquid, but through lack of financial 
confidence, this liquidity is abroad, so that—as a banker 
remarked—*‘ La France est un pays trés riche, et un 
état pauvre.”’ 
A form of social revolution has taken place. The 
French working masses have for the first time felt that 
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social legislation and siadiniliite which in Great 
Britain dates from the beginning of the century, had 
started in France. Inevitably events moved too fast 
and far, but they will be, and in fact are, adjusting 
themselves. The French worker is reasonable, and at 
heart interested more in his own welfare than in 
political theories. The C.G.T. (the French T.U.C.) has 
rapidly grown to some five million members, and is 
creating a powerful permanent organisation. Its leaders 
as yet are much less politically mature, or economically 
instructed than the T.U.C. leaders with years of experi- 
ence, but solid achievement has been made in that the 
principle of collective bargaining has been established. 
Its value is being realised by the practically minded, so 
that the ultimate expedient of compulsory arbitration 
(legalised under the Matignon scheme) may act as a good 
deterrent. 

Upward levelling of wages was inevitable, because of 
unbelievable disparities (now being investigated by the 
Ministry of National Economy which has found that 
Frs. 2-3 an hour are not exceptional). The initial wave of 
strikes was predominantly social], indicating the workers’ 
solidarity on reforms. After the first successes the labour 
masses were pushed to further—mostly unjustified— 
demands by extremists, and early in December serious 
tension again arose. The Government and the employers, 
fortunately, were prudent and reasonable, while labour 
quickly realised that good results achieved earlier might 
be jeopardised unless commonsense prevailed. Since 
then, the decrease in extremist influence has been 
definite and progressive. Employers in several industries 
now admit that the spirit of the workmen is excellent 
and efficiency has increased, and they are prepared to 
give the Government credit for achievi ing some social 
appeasement. The numerous small family industries 
which abound in France are a problem. Organised 
industry and labour have given a social lead which must 
be followed, but this may threaten the existence of these 
small units which have in the past been the backbone of 
the French economic system in times of stress. 

In spite of strikes, rising costs and prices, dislocating 
social legislation and uncertainty, the fundamental econo- 
mic position of France appears sound. The grinding 
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process of deflation has now been reversed, and the 
desire to buy, to re-equip, and so to produce has suddenly 
spread. Public works and rearmament have added to 
demand; many firms are now over-stocked with orders. 
The general public has been stirred to buy (perhaps by 
the threat of higher prices); the Christmas trade was a 
record. Up to December industrialists were pessimistic, 
but now the more enterprising see that things are better, 
not worse; new opportunities of profitable business have 
given a stimulus which has begun to spread. There are 
now definite shortages in industry and it is difficult 
sometimes to obtain firm quotations. Labour also 
realises that economic well-being depends on general 
prosperity, and having won a social victory, is more 
likely to concentrate on economics than politics. The 
40- -hour week, introduced somewhat brusquely, has, as a 
principle, come to stay. Its implications and methods of 
implementation are only being gradually appreciated by 
all parties, and it is likely that it will be only gradually 
applied. It should, as experience grows, lead to greater 
mechanisation and no undue rise in costs. 

It is to be hoped that increased activity will enable 
the necessary adjustments to be made smoothly and the 
collective bargaining machinery perfected, before any 
crisis causes dislocation. But the cumulative effect of 
these, together with rush orders, rising prices and shortage 
of skilled labour, are bound to complicate the Govern- 
ment’s economic plans. The cost of living problem is 
therefore difficult and urgent; unfortunately, distribu- 
tion methods are often very imperfect, and price increases 
are not only passed on to the consumer but something 
more is added owing to the traditional French fear of 
even temporary possible losses and inability to see that 
increased turnover would compensate for small unit 
profit. Wholesale prices have risen by 40 per cent. since 
June, 1936, while retail prices are 27 per cent. higher than 
a year ago. Both series are still rising, though at a 
diminishing rate. The Government are ful'y alive to the 
danger and will use coercion if necessary. If prices can 
be kept within reasonable bounds for the next few months, 
increased activity will cause a general revival in pur- 
chasing power and lower costs. But nothing effective 
can be done, unless the whole problem of distribution is 
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tackled, if only because the turnover tax in a complicated 
distribution system inflates prices unnecessarily. Un- 
employment is difficult to assess in its correct per- 
spective; in a labour force of some 8,000,000 about 
415,000 are unemployed (a drop of 75,000 in the year). 
This, of course, is low by British standards, but in 
France it is considered serious. The explanation is that 
registration methods are imperfect, and short-time wide- 
spread. 

It is generally admitted that the financial situation is 
bad and has not been improved by clumsy handling. 
The Government have had the double handicap of inex- 
pert doctrinaire politicians and antiquated machinery ; 
while realising the need of public support for their 
social measures, they apparently considered that financial 
theories could be put into operation with complete 
neglect of the opinions of individuals and organisations 
directly interested. The result was the alarming and 
persistent flight of capital just when, above all things, 
confidence and co- operation were required, and the 
Government, bewildered and harassed, vacillated between 
threats and persuasion. Unlike M. Colijn, in Holland, 
who realised that attempts to deprive the capital exporter 
of his profits on devaluation would not only be imprac- 
ticable, but would positively encourage a further efflux, 
the French Government attempted to restore French 
capital, while threatening the capitalist with penal 
taxation—a procedure which had disastrous results. The 
fault must lie partly with the Minister of Finance, 
M. Vincent Auriol, on whom high hopes were placed. 
He appears to be well-meaning, but inexpert and not 
well advised by his politico-economic entourage. But, 
he is one of the pivots of the Ministry and, therefore, can 
hardly be replaced. The Bank of France, also, after its 
so-called reconstruction, has so far been unable to fulfil 
its intended role of credit creation and control, or to 
help in managing properly the Exchange Equalisation 
Fund. The latter, in contrast to the British and 
American Funds which are astutely managed so as to 
crush the speculator or professional bear, had to maintain 
the franc at a figure of 105 to the £. Everyone knew 
this to be a top limit—and consequently the Fund, in 
fact, created excellent conditions for persistent bears of 
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francs. It seems, however, that by unpegging the rate 
and strengthening the management of the Fund, the 
Government have now put it on a sounder basis. 

3ut the outflow of capital was due to other more 
fundamental causes, not to be remedied by Exchange 
Funds. It was due less to deliberate political manoeuvres 
against the Government, than to genuine fear of the 
financial soundness of the Government’ s policy. Hitherto, 
official measures have not been successful through lack 
of consistent policy and intelligence of conception and 
failure to create confidence. While perhaps under- 
standable as due to hurry, past failures only accentuate 
the uncertainty and make further efforts more difficult. 
But apart from that, the Government—like all French 
Governments—is handicapped by the fundamental de- 
fects in the financial structure as a whole. France suffers 
as much from financial untidiness as from anything else, 
and the weakness of the Government's financial advisers 
and executives is here particularly apparent. The fiscal 
system is out of date, and there is no proper co-ordination 
between the various sections of the Budget and the 
autonomous extra-budgetary funds such as the Caisse 
d’Amortissements and the Caisse des Depots. There is, 
moreover, a lack of that co-operation between the various 
Departments, the Treasury and the Bank which would 
enable the French Government to exercise something 
like the same degree of delicate and varied control which 
the British Chancellor can achieve through the Treasury 
and the Bank of England-——and which gives him the 
means of mobilising rapidly hidden reserves without 
placing himself at the mercy of the money market. 

The Bank of France’s control over the monetary 
system is not efficient largely because in addition to 
acting as a lender of last resort, it discounts bills in com- 
petition with the commercial banks and has practically 
no power to influence the monetary system through open 
market dealings. Successive Governments have tried to 
break down the Bank’s reluctance to lend, directly or 
indirectly, to the Treasury, and it seems that M. Vincent 
Auriol will succeed, as he virtually brought it under 
State control, but this cannot, of itself, solve the financial 
problem. France really lacks a properly integrated 
banking system, the existing one being diffuse, wasteful 
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and virtually unco-ordinated as compared with the British 
banking system. Bank deposits play a much less im- 
portant part in the total monetary circulation; cheques 
have made comparatively little progress; trade is 
financed by bills even for the smallest amounts. Bank 
deposits represent savings deposits, rather than sums 
held against settlement of business transactions, and 
therefore fluctuate sharply with public confidence— 
which is sceptical of the banking system as a whole. As 
a result, the banking system must carry a high proportion 
of its assets in cash, and an adequate money market for 
the investment of funds at short term in liquid form has 
not been developed. This inadequate machinery, apart 
from making Government financing very difficult, is 
seriously hampering economic recovery. World interest 
rates are low, but lack of simple overdraft financing, the 
complicated and expensive methods of bank credits for 
industries (ordinary moderate size concerns have to pay 
from 7 to ro per cent.) and the preference of private 
capital to idle abroad, make the cost of operational and 
development financing in France—at a time when it is 
badly needed—almost prohibitive. The Government are, 
therefore, forced to give credits themselves for industrial 
purposes, thus still further increasing their own difficul- 
ties and taking over risks in industries which ought to 
look after themselves. Successive Governments faced 
with mounting Budget deficits and extraordinary expen- 
diture found the long-term market unable to absorb new 
loans, or to permit the funding of floating debt, which 
itself could only be expanded with difficulty owing to 
the absence of an active money market and statutory 
limitations. Thus, the extreme liquidity of the French 
economy could not be utilised for the benefit of the 
Treasury, because this liquidity was in the form of 
hoarding and refugee capital abroad. The Budget 
deficit is estimated at 4,600 millions this year, and the 
total probable borrowing at 36,127 millions, though this 
is now to be reduced. The long-term debt at the end of 
1935 was 199,100 millions, while the short-term debt was 
56,000 millions. 

But with all these defects the situation is being 
exaggerated. Sound financial measures are impossible 
unless some tranquility is maintained. Until quite 


Cc 

















20 THE BANKER 

recently, however, every effort was made in the Press 
and on the platform for purely political reasons to create 
apprehension. The legitimate (and helpful) criticisms of 
experts were swamped by unjustified invective, making 
objective study impossible, and so forcing hurried 
decisions. There was probably no deliberate export of 
capital by enemies of the Government, yet the tactics 
adopted by them created psychological conditions, which 
made anything else almost impossible. French party 
politics are more “ professional ’’ than in many countries 
and the Press is completely subservient to them. A 
Government in power is the target of every kind of 
political attack—which is often concealed behind plausible 
arguments. The present Government has had unexpected 
success (admitted by its opponents) in the social and 
foreign policy fields—and its only real weakness (and 
that a big one) is finance—which, consequently, attracts 
all the concentrated attack. This is the primary ex- 
planation of the unscrupulous Press campaign—including 
papers considered as reputable—at the beginning of 
February. 

Fortunately, however, it was possible to mobilise 
both the French press and part of the foreign press in 
favour of the new Defence Loan, which partly explains 
the unduly favourable terms of issue and the promise of 
less social experimentation in the immediate future. For 
the time being at any rate the Government have decided 
to pursue a policy of economic liberalism and of con- 
ciliation of the owners of capital, and to avoid at all 
costs a further deterioration of confidence while the 
Exhibition is in progress—-because they set great store 
on it to provide liquid funds and improve trade. The 
success of the loan, in spite of clumsy handling and a 
short-sighted lack of official co-operation on the part of 
other democratic countries, reflects the exceptional in- 
ducement offered to the timid French capitalist, and hence 
his readiness to subscribe does not necessarily indicate a 
permanent change of heart. But the repeal of the tax 
on gold profits, which reverses one of the most serious 
of the earlier mistakes, is potentially an important 
measure of conciliation. The loan does, however, provide 
a respite for the Government from its budgetry difficul- 
ties, and future progress depends upon the intelligence 











aw WF FP eevee Se CU 


> — VI ™ 


Det ee 


i]- 





FRANCE AT THE CROSS ROADS 21 





with which this respite is used. Capital repatriation 
should grow, unless checked again by extremist measures, 
as industrial activity increases, and it is for the Govern- 
ment to turn it discreetly to the best possible account in 
conjunction with the necessary reforms of the monetary 
and fiscal systems. Time, moreover, in the shape of 
increasing revenue is on the Government’s side. The 
vital question is whether the Government can now 
exploit the sympathy which it undoubtedly enjoys in 
many circles on a broad national basis, or whether it 
will be pushed by its narrower doctrinaire elements into 
extremism. Many elements in the mass of the people 
and in industry wish the Government well, but much 
will depend upon the ability of owners of capital to 
overcome their earlier apprehensions and upon their 
subsequent tactics. M. Z. and O. L. L. 


Building Societies in Transition 
By R. E. Bird 


ACH year the building society movement brings the 
EK record hunter another item to his collection; 
among statisticians, indeed, the two copy-book 
examples of a rising secular trend are provided by the 
growth of building society business and the expansion of 
electricity consumption. Yet, even the regular achieve- 
ment of all-time “highs” year after year ultimately 
begins to pall, and those who judge the building society 
movement on figures alone may be inclined to accept the 
record of 1936 as read, and pass on in search of more 
exciting things. 

Yet the story of the movement during 1936 is far 
more significant than the adding of a few more cubits 
to its high stature, although the extent of the societies’ 
progress last year has surprised the optimists, and 
altogether confounded the Cassandras. The year began 
with ev ery prospect of achievement in the most debated 
problem which the movement has yet faced—that of 
co-operation. It ended in disappointment and some 
confusion—a disappointment felt most keenly by the 
responsible leaders of the movement, and a confusion 
inevitable among the smaller societies as soon as the 
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authority of the highest councils of the movement was 
challenged. 

The need for combining the best features of competive 
individualism with the increased well-being of building 
societies as a whole has long been recognised, not least 
by the leading figures of the movement. The building 
society originated as a localised and quasi-philanthropic 
savings organisation, and this tradition is still a moving 
force in its life. Yet recent years have shown the 
possibility of divergence between local patriotism and 
parochial policies and the broader interests of the move- 
ment considered as a national institution. Localisation, 
indeed, has lost a good deal of its relevance with the 
development of the multi-branch society, with offices 
several hundred miles distant from its headquarters. 
Yet the spirit, as the past year’s events show, still remains. 

Competition between building societies takes many 
forms, and the need for a code of practice to check 
imprudence, to safeguard the public, and to protect the 
credit of the movement, had been recognised officially in 
1934. At the annual meeting of building societies held 
in that year a proposal was adopted to proceed with the 
adoption of the Code, provided that a two-thirds vote 
in favour was recorded. The scheme was drawn up to 
= such factors as the minimum personal stakes put 

by borrowers, to govern the conditions upon which 
lida could deposit collateral security for mortgage 
business on housing estates, to fix the maximum term 
for the repayment of advances, and to determine the 
minimum rates of interest to be chargeable. In a word, 
the objects of the Code were designed primarily to 
afford a yard-stick for measuring the limit of prudent 
lending and borrowing. 

These objectives do not sound unreasonable to the 
layman—particularly the lay investor in building society 
deposits or shares—but the internal opposition which they 
met proved so implacable that the National Association 
of Building Societies had to be wound up, and the Building 
Societies Association created from its ashes. This extreme 
step, in the centenary year of the first statute dealing 
with building societies, was the only weapon in the 
hands of the Council of the Association to oppose 
irredentism, and to enforce the Code in practice. 
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Even this measure, however, did not wholly succeed 
in knitting the forces of co-operation, for within the last 
two months a large northern society has withdrawn its 
support. The repercussions of such action are not 
confined to a single society for, under the stress of 
competition, smaller societies may be tempted to leave 
the Association or prevented from joining it. The Code 
is in transition; it has operated for only seven months, 
and the need for minor amendments in the light of 
experience has always been recognised. The protagonists 
of competition declare that the Code is dead; but per- 
haps it would be fairer to say that it has experienced 
more than its expected share of teething troubles. 

So, for the moment, there is a risk that unregulated 
competition may win more adherents. Doubtless, some 
societies would always be willing to advance go or even 
95 per cent. of the valuation of properties to borrowers 
of little substance, for periods of 25 years or more. Such 
figures have only to be mentioned to be convicted of 
imprudence ; no society, 90 per cent. of whose assets 
were of this character, could be anything but vulnerable. 
And the Code deserves recognition for another reason. 
It is clear by now that the residential housing boom has 
passed its peak. That does not imply a sudden reduction 
in house construction or in building society business 
these changes, as Sir Harold Bellman has pointed out, 
are bound to be gradual. 

But it does suggest that competition among the 
Societies for new mortgage business is likely to become 
more active in the future, particularly as the movement 
becomes increasingly self-financing through the repay- 
ment of existing snaeigagee. During the past year, it 
is true, certain relaxations on new deposits were intro- 
duced, but the re-investment of mortgage repayments is 
becoming the main pre-occupation of the societies. Since 
mortgage repayments in future years will tend to increase, 
owing to the satisfaction of advances made during the 
building boom, the proportion of what may be called 

‘ giro finance ’ ” in the movement will naturally tend to 
increase. And few societies will be prepared willingly to 
relinquish their control over their existing deposits and 
shares, while some volume of mortgage business is 
available. 
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This raises important long-period problems —impor- 
tant because the liquidity of the societies must not be 
weakened by over-lending,in attempts to preserve the 
prestige of individual societies at the expense of the 
security of the investor. Shall we reach a position in 
which the societies are compelled to turn to the Stock 
Exchange for an investment medium to absorb an 
inflow of funds? Or will circumstances tend naturally 
to reduce the outstanding volume of deposits and shares 
as mortgages are repaid? Or, thirdly, will the next 
trade cycle be carried forward on an even bigger building 
hoom than we have experienced during the past few 
years? Whatever the answer may be, the need for 
careful management in the movement during the next 
few years is inescapable, and the Code could play an 
important part in steering the movement on a sound 
course. 

Judged on the financial achievements of the past 
year, these domestic problems of the movement may not 
appear urgent. Yet precisely because the movement’s 
progress has again been so rapid, it is impossible to concede 
this point of view. And, in a broader context, they have 
obvious relevance to a movement which has increased 
its mortgage business nine-fold since 1919, three-fold 
since 1924, and nearly twice since 1929. At the end of 
1919, no more than {57-9 millions were outstanding on 
mortgage—a smaller total than the pre-war figure. At 
the end of 1935, the total had achieved the enormous 
figure of {529-3 millions. The development of mortgage 
business during the post-war years is shown in the 
following table, which is based upon the official returns 
compiled by the Registrar :-— 


GROWTH OF MORTGAGE BUSINESS 








Advanced Balance due 
No. of No. of | on mortgage on mortgages, 

Year Societies members during year end year 

£ 

1913 1,550 617,423 9,131,017 60,733,464 
IgIg 4,382 672,369 15,840,961 57,865,967 
1924 I,1I2 1,000,988 40,584,606 119,744,926 
1929 1,026 1,265,329 74,718,748 268,141,456 
1933 1,013 1,747,980 103,195,663 423,512,027 
1934 1,007 = 1,857,592 124,558,507 476,205,394 
1935 999 1,937,721 130,676,119 529,279,825 
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If, instead, we measure progress in terms of total 
assets, it will be found that between 1919 and 1924 the 
total was practically doubled—from {77-3 millions to 
£144:9 millions. By 1929, total assets had reached 
£312-7 millions, and they rose by about £50 millions in 
each succeeding year to the 1935 figure of {601-6 millions. 

As for 1936 figures, the first official disclosure, if 
precedent is followed, will be made at the annual con- 
ference of the Association, which is to be held at Brighton 
from May 18 to 21. But a close estimate of the final 
results for 1936 can be made on the basis of the com- 
pilations of the Building Societies Gazette—the authorita- 
tive organ of the movement. The March issue of the 
Gazette summarised the results of 100 societies, and to 
this total we may add the figures since published by the 
Halifax Building Society, the largest institution in this 
country or the world. The following table gives com- 
parisons of the total shares, deposits and mortgages, and 
the amounts advanced on mortgage in the two latest 
years for ror societies, including the detailed results of 
the two leading societies in this country, and two other 
representative societies :— 


RESULTS FOR 1935 AND 1930. 
Advanced Balances due 


Due to Due to on mortgage on mortgage, Total 
Shareholders Depositors during year end year Assets 
£ £ £ £ £ 

Halifax* 1936 = 72,042,151 31,332,567 21,712,318 85,942,329 108,087,467 
1937 75,026,468 34,279,791 20,488,753 92,195,989 114,327,576 
Abbey 1935 35,097,821 8,857,910 7,282,501 40,273,251 46,131,622 
Road 1936 36,128,952 9,585,035 7,506,680 42,715,953 48,034,710 
Burnley J 1935 9,608,923 2,632,160 2,723,950 11,874,053 12,891,127 
. 1936 9,953,237 3,406,483 2,924,011 13,184,603 14,061,266 
Brighton f{ 1935 1,949,766 427,935 939,583 2,366,127 2,409,846 
& Sussex | 1936 2,559,984 288,143 696,632 2,796,254 2,895,950 
329,612,627 91,946,118 99,836,110 385,313,875 443,021,619 


Total, ror f 1935 
Societies 1936 


352,350,738 103,942,127 100, 





* Years to January 31. 


231,448 425,547,939 480,586,194 


In numbers, these societies account for no more than 
one-tenth of the societies registered. But in terms of 
business transacted, they are fully representative of the 
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movement. The total assets represented by these 
societies in 1935 accounted for 73} per cent. of the 
movement’s entire resources, while their mortgage 
advances during 1935 accounted for 76} per cent. of 
the whole. Applying these ratios to their results for 
1930, therefore, it is possible to estimate the progress of 
the movement in 1936. In terms of total assets, the 
1936 figures will approach and may even slightly exceed 
the £650 millions level, while mortgage advances for the 
movement as a whole cannot be far short of £140 millions. 

The preliminé iry verdict on 1936, therefore, is that 
expansion is undiminished. Mortgage advances increased 
by 4-9 per cent. during 1935; the results for 1936 so far 
available show an advance of 6-3 per cent. The achieve- 
ment of another record year in the face of an apparent 
decline in activity on new housing estates can only 
suggest that the proportion of new housing which the 
societies have financed, out of the total constructed, has 
been increased. 

The movement, again, easily retains its claim as the 
largest savings medium catering for the small investor. 
If the amounts due to depositors and shareholders by 
these 101 societies are “‘ grossed up”’ in proportion to 
their share in the 1935 totals, the latest figures suggest 
that the societies are now acting as repositories for nearly 
£620 millions of public savings, compared with £570 
millions a year earlier. The figure is £200 millions in 
excess of the balances on the Post Office Savi ings Bank 
books, and {100 millions more than the outstanding 
Savings Certificate. Although some considerable part 
of the advance is due to the automatic crediting of in- 
terest to existing accounts, it is clear that the societies 
can withstand competition from the speculative type of 
property society (offering yields inconsistent with safety) 
from the bucket-shop, and even from the sounder invest- 
ment attractions of the unit trusts. 

Yet the figures, on closer analysis, show interesting 
differences of trend between individual societies. The 
Halifax, which in 1935 increased its new mortgage 
business by only £18,117, showed a fall of nearly 
£1? millions for 1936. The Brighton and Sussex, after 

a period of rapid expansion, showed a significant reduction 
in new advances during 1936, but could well afford a 





S| —  — es Se 


tOQ A eK 


1S 
1e 
ze 


or 
yn 





BUILDING SOCIETIES 27 








pause for consolidation, in view of the fact that mortgage 
assets amount to 96} per cent. of the total. The irregu- 
larity of the individual results may be exemplified by 
the increases of £200,000 in new business reported by the 
Burnley society, compared with a slight fall in that 
secured by the Borough society, of the same town. All 
told, the advance of £6,395, 338 in the new business 
achieved by these I01 societies results from increases of 
{9,401,679 recorded by 69 societies, and total reductions 
of £3,006,341 attributable to 32 societies. 

With these provisional results for 1936 in mind, it is 
a hazardous task to forecast the long-expected decline 
in building society business. If the societies succeed— 
as they appear to have done last year—in getting a 
larger slice of a smaller cake, the decline in residential 
building activity may not be reflected in new mortgage 
business for some time yet. But that is not to say that 
the movement should ignore the problems of transition 
which may be necessary if the demand for housing 
finance tends to fall off gradually over the next few 
years. 

Two main matters, apart from the general desirability 
of enforcing the prudent lending policy envisaged under 
the Code, may perhaps be stressed. On the investment 
side, the societies may have to consider the possibility 
that rising interest rates might increase the relative 
attraction of other forms of investment, compared with 
deposits at 3 per cent. tax free. The societies, in other 
words, may “have to compete in future years for their 
funds, instead of being offered a glut of “ easy money.” 
If this trend appears when building activity is falling 
off, the societies will be compelled to seek what outlets 
are available in the gilt-edged market—mainly in dated 
securities, at a relatively low rate of interest. The second 
matter is often implicit in discussions of building society 
finance, but discreetly left unexpressed. If depression 
comes, will the societies be adequately protected against 
the possibility of default in mortgage repayments on a 
larger scale than in recent years, and against the pos- 
sibility of some fall in small residential property values ? 
The two problems involve delicate management and 
sound reserves. The strengthening of both these instru- 
ments may be the societies’ next main task. 
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Banking Statistics and Economic 
Theory 


By A. V. Barber 
(Stone of of the Trade Cycle is the Philosopher’s 


Stone of economic research. To discover the secret, 

and to overcome the political obstacles of acting 
upon it, would carry the world more than half-way 
towards the solution of its problems. The importance of 
control is not less when activity is approaching its peak 
than when trade is declining down to the depths of a 
slump. Certainly it would be as significant when, as at 
the present time, there are serious grounds for questioning 
the strength of the foundations upon which trade revival 
has been built. 

The quest demands appropriate data, and it is 
evident that banking statistics are of primary importance 

when certain characteristic theories are cited. 

Mr. Hawtrey has suggested that intelligent control 
over bank credit gene rally and of the directions of its 
expansion and contraction would eliminate cyclical 
fluctuation. Professor Hayek urges “an investigation 
into the volume, at any given moment, of those factors 
which determine credit expansion under the headings of 
bank balance sheets, and, in particular, an examination 
of the relation between the total amount of earning assets 
and the current accounts.’’ He holds that such inquiries 
would clear up the relation between interest rates, profits 
and liquidity of bank resources, and make it possible “‘ to 
forecast movement in factors determining the total 
development of the economic situation.” 

Some years ago, in his “ Tract on Monetary Reform,’ 
Mr. Keynes asserted that “the internal price level is 
mainly determined by the amount of credit created by 
the banks, chiefly by the Big Five.”” This endorsed the 
dictum of the Report of the Cunliffe Committee on 
Currency ‘“‘ that expansion of credit forces up prices.” 

Evidence of banking effort to furnish statistical data 
was supplied in their recent speeches both by Lord 
Wardington and Mr. Edwin Fisher. 

Lord Wardington announced at the General Meeting 
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of the Shareholders of Lloyds Bank last January, that 
details of the Clearing Baiks’ classified advances which 
he then quoted, are now to be made available annually. 
Such figures may serve as a reference in support of 
theories emphasising unbalanced activity in the 
production of capital goods upon an increased demand for 
consumption goods and the reverse process, or the part 
played by the banks in increasing incomes. At all 
events they open up a field for research into the creation 
of credit and the channels into which it is directed—a 
quest to which advocates of a planned economy attach 
high importance. 

Bearing in mind such trends of thought, it is of 
interest to recall the statistical recommendations of the 
Macmillan Report of 1931. These were as follows :— 


(a) That the monthly returns of the Clearing 
Banks should be amplified to include fuller details— 
e.g., of the distribution of money as bankers’ cash, or 
at call and short notice, sterling and foreign bills, 
current and deposit accounts, etc. 

(6) That banks should make a quarterly, or at 
least annual return, giving a classification of their 
total loans and overdrafts. 

(c) That facilities should be given for the Bank 
of England to collect data showing foreign balances 
in London and the aggregate of sterling acceptances 
outstanding. 

(d) That the weekly Clearing House returns should 
be amplified by total turnover figures, i.e. including 
transactions settled internally between customers of 
a single bank. 


Regarding (a) a suggested form for monthly returns 
of average weekly balances of London Clearing Banks 
was tabulated in a manner which has been adopted 
during the past few years by the Clearing Banks, and its 
supply has provided valuable ammunition for many, of 
varying shades of thought, who unite in the conviction 
that the power to alter conditions for good or for ill 
has been first and foremost in the hands of the banks. 

Mr. J. C. Gilbert, for instance, in ‘‘ Economica ”’ 
(May, 1934), stated that the banks can prevent a fall in 
the prices of consumers’ goods by increasing the quantity 
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of money. From this it must follow that, when it is 
incumbent upon the banks—to the extent to which they 
can exercise such powers—to prevent an undue rise in the 
cost of living, they have only to increase the cash ratio 
or, in other words, to reduce the volume of their earning 
assets by calling in loans or by selling investments. 

Under (b) the Macmillan Committee recommends a 
detailed classification of the assets under the headings 
of loans and overdrafts. As has already been observed 
this is now to be provided by the clearing banks. 

In his first Chairman’s speech to his shareholders, 
Mr. Edwin Fisher completed the picture by classifying 
“other advances,’ i.e. to private and_ professional 
customers of Barclays Bank made last year. The 
_— he gave were set out fully on pages 224-25 of 

{HE BANKER for March, and need not be re-tabulated 
here. It is permissible to ask what useful purpose is 
served, for the benefit of economic theory, by data so 
conscientiously disclosed, interesting though it is. Is 
it to be inferred that an influential school of economists 
sees in advances made by banks to their customers for 
such purposes as loans to individuals against their 
securities and other assets, an inflationary influence upon 
commodity prices which should be deprecated now that 
commodities have actually begun to rise, or that banks 
are to find it necessary to refute the implication that they 
are making any but a comparatively insignificant portion 
of advances of a kind that raise security prices? To the 
clarification of this issue monetary economists have as 
yet contributed little. 

It may be suggested, in passing, that while the banks 
have served the purpose of the Government in main- 
taining cheap money by absorbing gilt-edged invest- 
ments, any willingness to lend against securities serves 
to maintain at a low level what Mr. Keynes refers to in 
his “ General Theory’ as the “ complex of rates of 
interest,’’ which must be assisted by action that conduces 
to high price levels of equity investments. A relative 
question as to whether the maintenance of fixed interest 
security prices is feasible, in view of a prospect of higher 
prices for commodities, as Mr. Keynes has been pressing 
of late, is one upon which past experience has answered 
to the contrary. 
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The distinction between two main categories of bank 
credit in their influence upon commodity prices provides 
a theme that the writer has discussed in an article ‘‘ Bank 
Deposit Currency,’’ which appeared in the December, 
1936 number of THE BANKER, and an earlier article 
“The Quality of Bank Deposits ” which appeared in the 
February, 1936 number.* 

A distinction is insisted upon between deposits and 
advances which have a direct bearing on commodity 
prices and those which do not. 

It should, however, be recognised that the classifica- 
tions “‘ advances against securities ’’ and “‘ advances for 
trade purposes ’’ are not so cut-and-dried as they may 
appear to be on the surface. Often it suits a trader to 
borrow against securities in order to raise working capital 
rather than to sell them. If he does so the effect is lost 
in the statistical classification by bankers however minute 
and however conscientiously compiled! If a rise in 
commodity prices is anticipated there must, however, be 
less tendency on the part of bank depositors to finance 
themselves against fixed interest-bearing securities, since 
these represent money claims, a fall in value of which is 
to be expected. 

When Professor Hayek, as we have already seen, 
wishes to examine the relation between earning assets 
and cash circulation, a banker may well suggest that 
with all desire to co-operate, it should not be too readily 
assumed that statistical data will ensure that the 
economist’s particular purpose is served. On the con- 
trary, the result may well be misleading. For instance, 
advances are made by other institutions than the clearing 
banks without reflecting upon their total deposits. 

To illustrate this it may be stated that there has 





* Note :—Mr. Keynes in terms of the equation xy =a + b in 
this article has maintained of late in The Economist that if a or active 
deposits grow with improved trade, b or idle deposits, should not be 
reduced. Therefore x, the cash base, should be increased so as to 
maintain the volume of 6 and, consequently, low interest rates. The 
Economist fears that artificial maintenance of b would lead to a boom 
in industrial equities rather than support gilt-edged securities. Mr. 
Keyne’s reply to this is that 6 might be reduced after all without 
detriment to the rate of interest, but he does not appear to take into 
account liquidation by the banks of gilt-edged securities if trade is 
active and deposits are reduced. 
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been in the last few years and there still is a powerful 
inducement for banks of the countries which formerly 
composed the gold bloc to turn part of their liabilities 
into sterling, thus acquiring sterling assets to match 
those liabilities. Such assets in part may have been 
Treasury bills and British Government securities, but to 
a large extent they will also have been loans of the type 
which it is customary for a foreign bank in this country 
to make. A sterling loan against produce, for example, 
by a foreign bank in this country will not increase any 
figure returned of advances granted by the clearing 
banks. Nor will it have any final effect on their deposits. 
The transaction would proceed in the following manner. 
The English merchant approaches the foreign bank and 
desires a loan against produce represented by the docu- 
ments of title. Against these documents the bank 
will make a certain advance. Such an advance will 
enable the merchant to pay his various creditors by 
means of drafts drawn on the foreign bank. These 
drafts can only be cleared by diminishing the credit 
balance of the foreign bank with a clearing bank. So 
far the effect of the advance has been to reduce the 
deposits of the clearing bank by the amount of the loan. 
On the other hand, the proceeds of the loan will find their 
way into the deposits of the clearing banks as soon as 
the creditors of the merchant pay in their cheques. 
Thus it will be seen that the loan has no final effect 
upon the figures of the clearing banks whatever. The 
trade has been financed indirectly by the clearing banks 
but the transaction will not be disclosed by any other 
figures. 

(c) The operation of exchange control has probably 
rendered unnecessary any attempt by the Bank of 
England to collect data other than that which may 
already be supplied to the authorities by the Central 
Institution itself. In this connection it is interesting to 
observe that in the U.S.A. the Treasury compiles records 
based upon reports of bankers, brokers and others, of 
capital movements between the United States and other 
countries. The National City Bank published last 
December the result for the first nine months of 1936. 
Increasing inward movements of capital during the 
twenty-one months are analysed in order of increase in 
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three prs 
transactions and brokerage balances—the last-mentioned 
of which has shown negligible movement. In addition 
funds are classified according to countries from which 
they flow. 

(d) It would not be easy for the Banks to comply 
satisfactorily with this requisition. Internal transactions 
between customers of a single bank are far from being the 
only items which escape the net of the Clearing House 
returns. As a case in point, “ Traders’ Credits,’ which 
were described in the March number of THE BANKER, 
represent a form of inter-Bank transactions on an 
increasingly large scale, which would be outside the 
scope of Clearing House figures. On a point of funda- 
mental economic theory, it may be suggested that with 
whatever accuracy statistics of banking turnover were 
compiled, they would fail to provide a true measure of 
velocity of circulation in the sense intended by economists 
in connection with the study of commodity price 
movements. Figures representing the velocity of circula- 
tion according to the Irving Fisher Equation MV = PT, 

may be employ ed usefully for the purpose of research 
when they represent commodity transactions, but are 
subject to interference as in the case of the London 
Clearing House in particular, by the inclusion of capital 
transactions that have no direct bearing upon commodity 
price levels. 

If yesterday the view was general that such data 
would serve the purpose of a planned economy, to-day 
and to-morrow banking statistics will be referred to in 
efforts to find a solution for a fresh set of problems 
brought to the fore by rapid trade recovery, stimulated 
in its secondary phase by re-armament. They may be 
required when it becomes clear that additional spending- 
power over consuinption goods has given rise to a 
dangerously large ee by purchases not only of 
consumption but production goods, for which the demand 
is now being stimulated. It is urged in some quarters 
that excessive spending must be curbed by increased 
taxation. Here again banking statistics may be valuable. 
Expenditure increases to the accompaniment of the kind 
of borrowing which turns saving into expenditure, and 
we must reckon with the danger of inflation, with a rise 
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in prices speedily advancing beyond the level the attain- 
ment of which has for several years past been regarded 
as the sine gua non for world recovery. 

It may seem an impertinence in a country where 
unfortunately there is still a real but illogical line of 
cleavage between theory and practice, for the practitioner 
to rap at the door and inquire, when it is opened, what 
special purpose is to be served by providing factual data 
which he is asked to furnish, and to suggest that with 
appreciation of its objects he may perhaps present it in 
a form which will serve more useiully the purpose for 
which such statistics are required. In the U.S.A. and 
perhaps even more so in Sweden, co-operation between 
the theorist and the practitioner is closer than it is here. 
Mr. Brinley Thomas, in his recent book, ‘‘ Monetary 
Policy and Crises,’’ has drawn attention to the practical 
influence of the monetary theories of economists such 
as Wicksell, Davidson and Hecksaber and, more recently. 
Myrdal, Ohlin and Lindahl. in the field of statistical 
research there is much that might be gained by a 
more complete understanding between the theorists and 
practitioners of monetary economics. 


Exchange Equalisation Account 
and Forward Dollars 


By Paul Einzig 


ERY little has been heard during the first two 
V months of 1937 about the activities of the British 

Exchange Equalisation Account in the Foreign 
Exchange market. Until the devaluation of the franc it 
was kept busy by the efforts to prevent an undue 
appreciation of sterling in terms of francs and dollars. 
Immediately after the devaluation it had to support 
sterling for a short while against the effects of the 
autumn repatriation of French capital, and of the transfer 
of funds to Wall Street. In this latter respect, however, 
it was greatly assisted by the American Exchange 
Stabilisation Fund, especially as the American authorities 
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were a great deal more anxious than the British authorities 
to prevent an appreciation of sterling. 

Before very long the tide of sterling turned in relation 
to both the franc and the dollar. The short-lived wave 
of repatriation of French funds ceased by November 
and gave way to a fresh wave of selling pressure on the 
franc. The operations necessitated thereby were, how- 
ever, conducted almost entirely in Paris by the French 
Stabilisation Fund. At the same time the selling 
pressure on sterling in relation to the dollar came to an 
end when President Roosevelt announced his intention 
of checking the influx of foreign capital. While the 
French authorities were very busy throughout the first 
two months of 1937, the British Exchange Equalisation 
Account had a comparatively slack time. It operated 
occasionally, though not regularly, in francs, guilders, 
Swiss francs, dollars and gold. Most of the work appears 
to have been done, however, in Paris and, to a less extent, 
in New York. 

It is only since the end of February that the Exchange 
Equalisation Account has begun to make its presence 
felt once more. This time its task consisted of sup- 
porting sterling. The weakness of the pound developed 
partly as a result of the widespread belief that the 
Washington Administration’s bark was worse than its 
bite and that there was no need to anticipate any drastic 
measures against the influx of “hot money.” In 
addition, the speculative pressure on the franc assumed 
to an increasing degree the form of selling francs against 
doliars. During the last days of February and the first 
week of March there was a gradual decline in the sterling- 
dollar rate, which would have been much more pro- 
nounced but for the systematic support of sterling by 
the Exchange Equalisation Account. 

In accordance with the practice adopted by the 
Exchange Equalisation Account ever since its establish- 
ment, it confined its support to spot sterling. It was 
selling spot dollars whenever sterling was weak, but 
allowed forward dollars to look after themselves. Need- 
less to say, even in the absence of any control the forward 
dollar did not display any sharp movements. All that 
happened simultaneously with the depreciation of spot 
sterling from 4-91 to 4:874 was that the premium on 
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forward dollars widened from $c. to jc. for three months. 
On the surface such a modest movement did not call for 
artificial intervention. While the much more spectacular 
depreciation of the forward franc induced the French 
Stabilisation Fund to operate at times in order to keep 
the discount within reasonable figures, nobody was 
sufficiently worried about the slight widening of the 
discount on forward sterling in relation to the dollar to 
urge the British authorities to take a hand in the matter. 

Nevertheless, a strong case can be made out in favour 
of operations in the forward exchange market in the 
present instance of the sterling-dollar rate. Indeed, it 
is my contention that if the authorities were to focus 
their support on forward sterling instead of on spot 
sterling the result would be much more satisfactory from 
every point of view. Admittedly the narrowness of the 
movement reduces the significance of the question, but 
it is possible that the volume of the adverse pressure on 
sterling might increase considerably, in which case the 
question whether or not the Exchange Equalisation 
Account should operate in the forward exchange market 
assumes considerable importance. In any case, it is well 
worth examining as a matter of principle. 

If the Exchange Equalisation Account were to sell 
forward dollars instead of spot dollars, it would have the 
obvious advantage of getting more for its money. Since 
forward dollars are at a premium, their sale would yield 
a larger amount of sterling and, other things being equal, 
the purchase of the same amount of sterling would entail 
the loss of a smaller amount of gold than it would if 
operations were confined to the spot market. The 
significance of this argument is, however, admittedly 
small in the existing conditions. The saving effected by 
selling dollars for three months instead of selling spot 
dollars would amount to rather less than } per cent. It 
is hardly worth while to allow such considerations of 
minute economies to influence the tactics of the Ex- 
change Equalisation Account. 

The support of forward sterling would, however, 
entail a much more substantial benefit. I am convinced 
that it would require a materially smaller volume of 
operations to produce the same result on the spot rate 
if the authorities were to operate in forward dollars 
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instead of spot dollars. Admittedly the effect of their 
operations would be indirect, but it would be none the 
less effective. Comparatively small sales of forward 
dollars would be sufficient to bring about a contraction 
of the discount on forward sterling. Its contraction by, 
say, $+ cent. for three months would be more than 
sufficient to bring about a strong buying pressure on 
spot sterling as a result of the repatriation of funds at 
present engaged in interest arbitrage with New York, 
and also as a result of the transfer to London by means 
of swap transactions of non-interest-bearing dollar 
balances held in New York by British banks on account 
of customers. 

Owing to the low interest rates prevailing in the 
London market, the yield on interest arbitrage with 
New York has attracted by no means inconsiderable 
funds to that market. Even though interest rates over 
there are, if anything, lower than in London—though 
they have risen somewhat in recent months—the differ- 
ence is more than offset by the profit on the swap. A 
premium of § cent. for three months is equivalent to a 
yield of nearly ? per cent. per annum, and in these lean 
days such a yield goes a long way towards tempting 
funds to be transferred through interest arbitrage. 
Whenever the premium on forward dollars widens, 
additional funds are tempted to be transferred from 
London to New York, which increases the selling 
pressure on spot sterling. There would be nothing 
simpler than to reverse this movement by bringing about 
artificially a contraction of the premium on forward 
dollars. Should the premium be lowered to } cent., or 
even 3 cent., we should witness within a brief space of 
time the repatriation to London of funds amounting to 
millions of pounds. 

In addition, non-interest-bearing balances held in 
New York by British banks on account of customers 
would also be used for swap transactions. These 
balances consist mostly of French and other continental 
refugee funds which are kept in New York with the 
forward exchange uncovered. They are subject to 
withdrawal without notice. Needless to say, London 
banks are not in a position to transfer these funds from 
New York without covering the exchange, for in doing 
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so they would run the risk of a depreciation of sterling 
in relation to the dollar. They are liable to their 
customers for a certain amount of dollars, and have to 
keep an open long position in dollars to that amount. 
If, nevertheless, they want to use these funds in London, 
they can do so so long as they cover the exchange 
simultaneously with the transfer. Thus at the same 
time as they were buying spot sterling they would be 
selling forward sterling. The cost of the swap would 
represent for them the cost of the use of these funds. 
On the basis of the present premium on forward dollars, 
this amounts to a shade under #? per cent. per annum. 
Since bill rates are below that figure, it is hardly worth 
their while to obtain the temporary use of these funds in 
London. If, however, the discount on forward sterling 
is reduced to, say, a shade below 4 per cent. per annum, 
it is worth the London banks’ while to make use of 
these dollar deposits in the London market. This, together 
with the repatriation of funds engaged in interest 
arbitrage in New York, would result in a buying pressure 
on spot sterling and would obviate the necessity for the 
Exchange Equalisation Account to operate in spot 
sterling. 

The « juestion is whether the amount the Exchange 
tenieaton Account would have to spend on buying 
forward sterling in order to bring about the necessary 
contraction of its discount would be smaller than the 
amount it is spending on the direct support of spot 
sterling. It seems to me probable that since the forward 
market is more sensitive than the spot market, the same 
extent of intervention is likely to produce a more pro- 
nounced result. The chances are that the official pur- 
chase of one million dollars for three months forward 
would affect the spot rate to a greater extent than the 
purchase of one million spot dollars. Admittedly, in 
this respect we are in the realm of conjecture. Apart 
from the fact that the Exchange Equalisation Account 
has not experimented with this alternative method, 
comparison of the effects of spot and forward dollars 
would be made difficult, if not impossible, by the 
innumerable cross-currents that operate in the Foreign 
Exchange market. The extent of the pressure never 
remains quite the same, and the extent to which the 
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market reacts upon the same amount of intervention 
varies according to a number of material and psycho- 
logical conditions. Even in the absence of any concrete 
proof, however, it would be well worth while to experi- 
ment with forward operations. 

There is, moreover, another aspect of the question. 
If the Exchange Equalisation Account supports sterling 
by selling spot dollars, it means that its gold stock would 
have to be reduced immediately. This is in fact what 
has been taking place, judging by the large shipments of 
gold from London to New York in recent weeks. If, on 
the other hand, spot sterling is supported by selling 
dollars for forward delivery, it does not imply any 
immediate change in the gold stock. The change is 
deferred to the date when the dollars will fall due for 
delivery. Admittedly, in existing conditions this con- 
sideration is of no great importance, since the Exchange 
Equalisation Account has ample gold resources at its 
disposal. Nevertheless, a situation might conceivably 
arise in which the British authorities would be only too 
keen on deferring the fall in their gold stock. It would 
be useful if, when such a situation arose, the Exchange 
Equalisation Account were in a position to make use of 
technical devices by which it would support sterling 
without having to part with gold immediately. It would 
not be advisable to wait for the adoption of a forward 
rate policy until such a necessity arises. Official opera- 
tions in the forward market require great skill and a 
highly developed technique. It would be to the advan- 
tage of the authorities to acquire the necessary experience 
during the period when operations in the forward market 
are purely optional. They can afford to learn by trial 
and error before the emergency arises, and then to 
apply their newly-acquired skill at the right time and in 
the right way. 


Thrift in 1936 
By W. M. Dick 


HE annual report of the inspection committee, a 
statutory body responsible for the visitation and 
supervision of the trustee savings banks, makes 
interesting reading. The banks and their branches are 
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familiar landmarks all over the country; there are 105 of 
them and the number of offices is 609. As the banks are 
directed gratuitously by trustees this means that there 
are 105 groups of public-spirited people who devote time 
and energy to this important social work. The banks 
are of all sizes, depending on the extent of the area 
served or on the density of the population, and in some 
cases on the existence of strong local competition from 
some other thrift agency. In Glasgow, for example, 
where the bank is a household word, there are 295.881 
depositors, but some of the smaller banks have less than 
500 depositors. 

In almost every section of the statistics the report 
tells of increased business. To state in definite terms 
the reason for these increases would be to claim a complete 
knowledge of the national financial and industrial situa- 
tion and few, if any, would make such a claim. On 
examination, however, it is possible to trace the influence 
of certain factors which are at least contributory. 

Improvement in trade with a resultant increase in 
the number of people in employment cannot fail to be 
reflected in the savings banks’ figures. In this connection, 
also, it is important to note that during 1936 the wages 
of many workers were increased. In a recent statement 
by the Minister of Labour he estimated that in those 
industries for which statistics were available about four 
million people had their full-time weekly rate of wages 
increased by £487,000 per week. This wage increase 
works out at about 3 per cent. and is the largest propor- 
tional increase since 1924. Although much of the work 
from which this desirable improvement results is due to 
the Government’s defence programme, and its pure 
economic worth therefore open to doubt, it is safe to 
assume that much of the money paid in additional wages 
is finding its way to the savings banks. 

Furthermore, now that the disparity between the 
rate of interest paid by the banks and the net yield of 
Government securities, due to their high prices, has been 
narrowed, there was less inducement in 1936 than in 
former years for depositors to invest part of their savings 
in the latter form. Consequently, funds which might 
have been withdrawn for this purpose were allowed to 
remain. To consider the point still further, there should 
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be taken into account the possibility of a little profit- 
taking—because of the high prices referred to—in both 
Government and industrial securities. This suggestion 
seems to be borne out by the fact that the amount of 
stock held for depositors decreased last year by £428,093. 
In relation to the total amount this is not a large sum, 
but regarded as a tendency it is as important as the 
straw that indicates the direction of the wind. 

Any attempt to account for the huge increase in 
savings bank funds sooner or later comes against an 
almost insurmountable obstacle. The administrators 
themselves would be the last people to aver that the 
increase was due entirely to thrift. Included in the funds 
is money that did not accumulate in the banks over a 
period but that was lodged there simply for the tempor- 
arily advantageous rate of interest and which will 
undoubtedly leave the banks at the first sign of a more 
remunerative resort, be it in the owner’s business or in 
another investment. Only a comprehensive analysis of 
accounts and deposit transactions would reveal what 
proportion of the funds is composed of this class of money, 
and even then the figure arrived at could be no more than 
a rough estimate. 

As ali the funds of the Ordinary or Government 
Department of trustee savings banks, except a reasonable 
sum for “ till-money,’’ are lodged with the National Debt 
Commissioners who allow 2{ per cent. interest and repay 
on demand, the presence of this unknown amount of 
“non-thrift’’ money in this department causes no 
embarrassment to the banks. In the Special Investment 
Department, however, where the funds are not guaranteed 
by Parliament, and deposits are subject to a period of 
notice before withdrawal, the banks have been forced 
to take action. The maximum amount that may be 
invested by any one depositor was fixed by statute at 
£1,000. This figure, however, was reduced half-way 
through the financial year to £500 discretionary powers 
existing for this purpose. To insure that this department 
is not overloaded with money lodged only for short periods, 
some of the banks have themselves imposed further 
restrictions by limiting the amount that may be deposited 
annually. When it is realised that a large proportion of 
Special Investment Department funds is invested with 
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Local Authorities in mortgage loans the wisdom of these 
restrictions will be admitted. 

The Committee’s report shows that in the Special 
Investment Department the amount due to depositors, 
plus the amount of the published reserves, is £97, 97,519. 
From the table below it will be seen that by far the 
greatest proportion of the funds is invested in the 
mortgage loans referred to. Large as this sum is it is 
only a small percentage of the total indebtedness of 
Local Authorities which, excluding temporary accom- 
modation, exceeds £1,500 millions. 


SPECIAL INVESTMENT DEPARTMENT ASSETS. 


Book Values 


British Government Securities = is 11,841,334 I2°I 
Municipal and Local Government Stocks. . 2,621,531 2:7 
Other Securities ? fais 1,155,406 I‘2 
Mortgage Loans with ] L ocal / y Authorities sy 79,329,788 8r-o 
Interest accrued, premises, and other assets 1,219,825 I-2 
Cash at Bankers and in hand 1,805,635 1-8 


97,976,519 I00°0 
It is surprising that little prominence is given in the 
report to one section that, perhaps, more than any other, 
shows the increasing usefulness of the banks, namely, 
the number of transactions. While yearly increases in 
funds undoubtedly show a —. that is a matter for 
congratulation, it might be argued that a truer indication 
of such progress could be got from an examination of 
the transactions both as to number and nature. At 
least one bank incorporates in its annual report a 
statement of the percentage of its deposit transactions 
which do not exceed one pound; last year it was 42 per 
cent. If this can be taken as a criterion for the whole 
movement it is sufficient proof that the banks are con- 
tinuing to cater for the class of people for whose benefit 
they were established a century and a quarter ago. The 
total transactions of the combined cash departments, 
shown at 14,155,051, is an increase of 784,053 over the 
previous year. But if the transactions of the Penny 
Savings Banks in schools, churches and kindred organisa- 
tions, managed by voluntary workers under the direct 
egis of the parent banks were collated and published, 
this figure would be altered out of all recognition. 
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TRUSTEE SAVINGS BANK DEPOSITs. 








1934 | 1935 
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No survey of that part of the year’s thrift which 
comes under the purview of the Committee would be 
complete without a study of Appendix C which deals 
with the progress of the banks over a period of 75 years. 
The accompanying diagram shows that the rate of pro- 
egress, slow in the earlier years, has since the war been 
much accelerated. Economists and others may draw 
their own conclusions from these figures but unless they 
admit that they are, in part at any rate, due to an 
increasing realisation by the people of the country of the 
necessity and desirability of making provision for the 
future, their explanations will not be ‘entirely convincing. 

The trustees of the various banks are and have been 
for the last few years concentrating intensely on expansion. 
More facilities and better services are being offered. 
They are operating up to the limit provided for by the 
Acts under which they are governed. It is to be hoped 
that when this expansion reaches the point at which the 
provisions of the existing law become inadequate, the 
legislature will not for long impede an advancement 
that is a matter of pride, not only to the banks and their 
depositors, but to the State itself. 
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Soviet Foreign Trade and the 
Balance of Payments 


By Louis Segal, M.A., Ph.D. (Econ)., Dr. Phil. 
Pris the 2 N_ trade occupies an important position 


in the affairs of the U.S.S.R., although exports are 

only approximately two per cent. of national pro- 
duction. The aim of the Soviet Government from the 
beginning was to convert the backward country into 
a powerful economically and technically advanced State. 
Economic independence thus became one of the principal 
aims of the Soviet leaders, and the realisation of this 
policy had to be carried out at a fast rate. Russia was, 
at the time, economically about a century behind the 
rest of Europe, and she had to make a leap to equality 
in as short a period as possible. The foreign trade 
monopoly, introduced at the time, was to play an 
important part in assisting the realisation of this policy 
of economic advance. 

The Soviet Government considered the foreign trade 
monopoly an essential factor in the building and main- 
tenance of the Socialist State. The U.S.S.R. regarded it 
necessary that all economic relations with the external 
world should be concentrated in its hands and with the 
extension of the system of planning, the importance of 
the foreign trade monopoly has become even more 
apparent. The foreign trade of the U.S.S.R. assisted 
materially in the realisation of its economic policy. It 
enabled the Government to assure that only those 
quantities and categories of goods should be imported 
which were needed for the general economic construc- 
tion, and that only such goods were exported as would 
not affect adversely the economic interests and require- 
ments of the country. The foreign trade monopoly also 
enabled the Government to concentrate al] the foreign 
exchange resources of the country, and to utilise them in 
the service of national construction. 

There is no doubt that the system of Soviet foreign 
trade has not only played an important part in the 
development of national economy, but has safeguarded 
the Soviet economy during the period of world crisis. 
While the economic growth of all countries suffered 
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sharp set-back during these years, the U.S.S.R. continued 
its economic progress unhindered. As a result of the 
existence of a monopoly the foreign trade of the U.S.S.R. 
has been developing to a great extent on lines inde- 
pendent of the rest of the world. It has reflected, on 
the other hand, the general progress of national con- 
struction. While developing imports in the years of the 
first Five-Year Plan (1928-32) the Soviet Government 
utilised them for hastening the construction of enter- 
prises to further national development. 

The volume and character of exports are determined 
in such a manner that they do not adversely affect the 
internal economic situation. At the same time the 
returns from the sale of goods must be sufficient to meet 
all expenditure for imports and for the obligations 
abroad falling due in the period for which the plans are 
drawn up. 

Exports are thus not based on the need to find 
a market for surplus production. They serve only as 
a means of paying for necessary imports. The selection 
of goods for export, is, therefore, determined only after 
careful study and consideration. In the first place, only 
such goods are exported as can be spared with the least 
disturbance to the national economy; and, secondly, 
the condition of the world market is taken into account, 
and only such goods are selected for export as can most 
easily be absorbed by the world market at the most 
advantageous prices. 

A perspective balance of payments is drawn up in 
which account is taken of all possible fluctuations in 
prices of export products during the course of the year, 
and in this way it is seen that the amount of foreign 
exchange to be realised from exports and from other 
sources is sufficient to guarantee payment of all obliga- 
tions. In making these calculations the gold stocks on 
hand and the production of new gold are not taken into 
consideration. These are kept as a reserve at the 
disposal of the Government and may be used for the 
purchase of additional imports if these are considered 
necessary. 

_ As a result of the successful realisation of the First 
Five-Year Plan, the need for imports was drastically 
reduced. New and powerful branches of industry were 
created—machine-building, motor car, tractor, chemical, 
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aviation and others. It was, therefore, no longer 
necessary to import vast quantities of machinery for the 
further development of the country, since practically all 
the requisite equipment could be produced within the 
U.S.S.R. At the same time the growth of the metallur- 
gical industry enabled it to fulfil practically all the 
metal requirements of the country, not only quantitatively 
but qualitatively. The U.S.S.R. was thus in a position 
to reduce its imports at the end of the first Five-Year 
Plan. As a result of this limitation of imports the 
currency resources of the Soviet Union have been 
strengthened. In the last few years there has been 
a favourable trade balance, as can be seen from the 
following table. (Calculated at the present rate of 
approximately 25 Rbls. = £1.) 
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U.S.S.R. U.S.S.R. 
Year Exports Imports 3alance 
(Thousand Roubles) 
i. is ae 2,107,544 1,525,180 + 642,355 
1934 .. ii - 1,832,351 1,018,026 + 814,325 
1935. i - 1,609,260 1,057,218 + 552,042 
1936... ai 7 1,359,000 I,353,000 + 6,000 


Imports in 1936 include commodities to the value 
of more than 252,000,000 roubles shipped to the U.S.S.R. 
in connection with the sale of the Chinese Eastern 
Railway and other special agreements, for which no 
payment will be required. 

The world crisis undermined the economy of a 
number of countries and resulted in a cessation of 
payments in connection with foreign indebtedness. 
During the whole of this period the Soviet Union 
punctually carried out her own obligations to other 
countries. Indeed, during the last two years the 
Soviet Union has refused to accept short-term credits 
besides some for average periods. At the same time 
the U.S.S.R. has repaid before the due dates much 
of her outstanding indebtedness and has received during 
the last two years financial credits for a total sum of 
more than £28 millions. In addition to the favourable 
trade balance of the last two years, the economic position 
of the U.S.S.R. has been strengthened by the rapid 
increases in gold production. 

At one time the U.S.S.R. was compelled to make 
serious sacrifices in her economic relations with other 
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countries. But that period has passed. For the develop- 
ment of the country’s economy no longer depends on 
foreign credits. The second Five-Year Plan (1933- 37) 
is being realised without recourse to foreign loans im- 
posing stringent conditions, and for the third Five-Year 


Plan (1938-42) the U.S.S.R. is hoping to be sufficiently 
strong to accept only favoura ble terms for credits in 
connection with foreign trade. It may be noted, at this 


stage, that in 1931, the Soviet indebtedness to foreign 
countries at the present rate of exchange was approxi- 
mately 1,200 million dollars, while on july I, 1936, it 
amounted to only 75 millions 

The improvement of the currency resources of the 
U.S.S.R. has enabled the Soviet trading authorities to 
obtain better credit facilities abroad. Nearly two years 
ago the Soviet Union refused to utilise credits offered 
because the rates were too high, and subsequently refused 
credits offered by firms. Jl oreign credits, in fact, are 
no longer of any great importance for the economic 
development of the country. The Soviet Government 
has expressed its willingness to utilise foreign credits 
under certain conditions—when the cost is reasonable, 
when the period for which they are granted is normal, 

and when there is a possibility of utilising them for the 
importation of advanced and modern technical equipment. 

The mobilisation of large gold and foreign cur- 
rency reserves exercises an important influence in the 
strengthening of the Soviet currency position, and its 
capacity to tulfil its obligations. Active supervision of 
prices, the utilisation of internal resources, and new 
sources for obtaining foreign currency, enabled the 
People’s Commissariat for Foreign Trade actually to 
exceed the plan for currency accumulation in 1930 by 
32 per cent. 

In 1936 the U.S.S.R. had again a favourable balance 
of payments in spite of the increase in imports and 
payments. Not only was there no need for the Soviet 
Union to export gold, but all the gold obtained last year 
remained in the country. The gold production of the 
U.S.S.R. has been increasing in “the last few years by 
leaps and bounds. Since 1929 the annual increase has 
been at a rate averaging between 25 to 50 per cent., 
and the Soviet authorities anticipate a further sharp 
expansion during the current year. 
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Kecent Canadian Banking Trends 


By E. B. Roberts 


SURVEY of Canadian banking and its prospects in 
A 1937, additionally interesting owing to the com- 

pletion of the second year’s operation of the 
Dominion’s own Central Bank, shows an improvement in 
the volume of transactions offset by continued narrowness, 
if not further limitation, in the field for the profitable 
investment of accumulated funds. To give a detailed and 
adequate interpretation of all the causes would be to 
write a small history of Canadian banking. 

It may be gravely questioned whether the improve- 
ment in trading i in 1936 was sufficient to make up to the 
private banking companies the loss they suffered when the 
handling of Government accounts was transferred to the 
Bank of Canada in March, 1935. The retention of that 
profitable business in its own hands was one reason the 
Government urged for the establishment of a national 
bank. During its brief life its activities have almost 
necessarily been centred in official transactions for Govern- 
ment departments and in the control, which passed to it 
from another Government branch, of the legal currency 
issue. The more ambitious functions generally associated 
with central banking, especially perhaps the over-rated 
one of control of foreign exchange, have not been very 
evident to outsiders, even assuming them to be a desirable 
part of such an enterprise in the Dominion. Nor has the 
rather idealistic picture of one of its primary purposes 
drawn by the present Minister of Finance when advocating 
amendments to the Bank of Canada Act been realised: 

‘ To mitigate fluctuations in the level of production, trade, 
i A and prices so far as may be possible within 
the scope of monetary action.” 

Foreign exchange in Canada is to-day exactly where 
it was before the bank was founded, i.e. wholly dependent 
on New York dollar rates with respect both to American- 
European dealings and the rates between New York and 
Montreal or Toronto. In brief, the central bank so far 
has operated mainly as any new private banking company 
might have been expected to had it been givena : monopoly 
in Government finances. 

A short summary of its position at the opening of the 





he 


Ty 
ole 
he 
seS 
ng 


de, 


iin 


ere 
ont 


nd 
far 


ny 


‘he 





CANADIAN BANKING TRENDS 49 





year may be set out as follows: Total liabilities, $354 
millions; notes in circulation, subject to yearly increases, 
$130 millions; deposits of chartered banks, mainly 
statutory, $188 millions; Dominion Government deposits 
roundly $20 millions; on the asset side, gold coin and 
bullion, $179 millions; Dominion and Provincial Govern- 
ment short term securities, between $161 and $165 
millions; and long term Government securities about $98 
millions. In general, a ratio of net reserve to notes 
and deposits of 56 per cent. has been preserved during the 
past eighteen months and a dividend of 2} per cent. per 
annum was paid last year. 

The paid up capital of the Bank of Canada was raised 
last September from $5,000,000 to $10,100,000 to ensure 
Government control. Since then its weekly statements 
have shown little change beyond those related to the 
working out of the transfer of former chartered bank 
undertakings. It is noteworthy that as yet the Central 
Bank statistics have not been made use of to any appreci- 
able degree by Canadian economists and American-style 
compilers of economic indices and forecasts of commercial 
trends, certainly not to the extent of rivalling the old 
stand-by’s of railway car loadings, wheat exports, weekly 
bank clearings, and the still more valuable monthly bank 
debits. 

In chartered banking the most important feature is 
the steady growth in the amount of funds awaiting place- 
ment, already noted for the past three years in THE 
BANKER. The trend still goes by the euphemistic term 
of “increased liquidity,’’ because in the “‘good old days ”’ 
that relationship grew to be regarded as one of the most 
patent proofs of the prosperity of the Dominion, a view 
not now so unreservedly subscribed to by bank managers. 
One bank displays an increase in such liquidity from 75 per 
cent. in 1935 to 83 per cent. in 1936, a second from 63 to 
67,a third from 58 to 69,and a fourth from 58to66per cent. 

Owing to lower gross profits, partly due to the low 
yield of Government securities, all banks have ceased 
paying interest on current account deposits and have 
reduced still further the rate on savings accounts, making 
bookkeeping changes in the annual balance sheets. 
Public deposits in all Canadian banks now total about 
$2,175 millions, an increase of $85 millions on the year. 
A general estimate is that banking funds to a total of 
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$2,500 millions are available in the Dominion, which on 
a toh er capita base gives the remarkably high rate of about 
250, Say [50. 

Sir Charles Gordon, President of the Bank of Montreal, 
recently directed attention to a vital change in the inci- 
dence of loans which has affected all banks. In 1928, 
he said, the commercial loans of his bank were 45 per cent. 
and investments 15 per cent. of deposits. To-day com- 
mercial advances were only 21 per cent. and investments 
64 percent. Mr. S. H. Logan, President of the Canadian 
Bankers’ Association (and now also President of the 
Canadian Bank of Commerce) states that the rate for 
such loans by all chartered banks has dropped from 41 per 
cent. ten years ago to 27 per cent., while that of security 
holdings has risen from 17 per cent. to 42 per cent. 
This trend, in the phrase of Sir Charles, has transformed 
banking into something “ almost of the nature of an 
investment trust.” 

In seeking outlets for their funds some managers are 
availing themselves of the provisions of a housing plan 
of the Central Government at Ottaw . — r which loans 
up to $2,000 each may be made to home owners or 
‘ dwellers ’’ at 3} per cent. per ia repayment being 
arranged by monthly de posit with a maximum period of 
three years. (This would be economically sounder were 
it not primarily a Government expedient to bolster the 
distressed building industry.) At least one leading bank 
has established a “ personal loan’”’ division for which, 
over the six months for which it has run, satisfactory 
reports have been forthcoming. A considerable amount 
of newspaper and radio advertising is being done to 
acquaint business men of the financial facilities now being 
offered them so eagerly. For the rest, there has been a 
reliance, first on investment in Government securities, 
and latterly, on high-grade bonds of incorporated bodies, 
semi-public and other. That is, the banks have sought 
their borrowers among Canadian business interests, not 
directly through commercial loans as formerly, but 
indirectly through the medium of Governments, public 
utilities and trading companies. Of course, at the other 
end of the scale are the same old business men with the 
same old trading needs, but perhaps nowadays a bit more 
sophisticated. 

To any one knowing Canada to-day, it seems unlikely 
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that commercial loans will ever resume the prominence 
they had just prior to the war and in the post-war 
inflationary period. The economic depression, so drastic 
in its consequences to the United States and Canada, 
and in time and effect so closely resembling the seven lean 
kine of Pharaoh’s dream, has done more than change 
systems of trade. It has changed the current of economic 
thought, if not the very fabric of it. 

The cessation of immigration in 1914 ended the golden 
period, when a man could settle in a Prairie town at noon, 
open business on bank credit about supper time, go to 
bed at nine, and awake at five o’clock next morning to 
find that a train-load of Central European immigrants 
had been dumped at his door overnight, providing him 
with customers and profit. That was the hey-day in 
which bank branches grew up to be so crucial a part of 
the whole system, not merely of banking but of the 
Dominion economic structure, and in which, incidentally, 
the local branch manager acquired the status, since lost, 
of a small potentate. Many an essential characteristic 
of Canadian banking theory and practice is based on such 
pioneer conditions; several distinctive points in the Bank 
Act and its decennial amendments were incorporated to 
adapt banking to that phase of development of a new land. 

Other changes, almost as drastic, have taken place in 
eastern Canadian manufacturing and other activities 
for the financing of production and distribution of goods. 
In particular the lapse of time between production of the 
raw material and sale of the finished article has been 
shortened in a most striking way, as much as 8o per cent. 
in some cases within the past decade and a half, so that 
factory managers are not now so dependent on what used 
to be seasonal loans and bank credit. The larger trading 
companies, too, are financing on a co-operative base, in 
different forms, by encouraging employee investment of 
earnings, and others are building up funds of their own 
where formerly they relied on bank credit. Business men 
in Canada have proved apt pupils in the precept and 
practice of the thrift and prudence so incessantly preached 
to them by bankers themselves for the first four of the 
seven depression years. Chicken of all sorts in this agricul- 
tural land usually come home to roost. 

The ri — resumption and expansion of gold and other 
mineral mining, with increased exports of all sorts, are 
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also influencing the general trend of business, with a 
consequent restriction of bank relationships. Much im- 
proved prices for farm products are giving cash returns 
to farmers, who have thereby reduced their bank borrow- 
ings for live stock replacement and for seed crop purposes. 

These are the factors contributing to a change that 
may be permanent. Hence some observers with their 
‘ ears to the ground ”’ believe that the epoch of amalgama- 
tion and absorption in banking, which inv olved | forty 
institutions without counting the twenty-six insolvencies 
in the past forty years or so, is not yet over 

Of course, there will alw ays remain broad and ample 
scope for good banking and good bankers in Canada. 
The best proof of that is in the higher share earnings by 
all banks in the past twelvemonth and in the fact that 
bank shares during 1936 fluctuated far less than for 
several preceding years; in fact, the margin between 
high and low, a measure of shareholders’ confidence, was 
well below 40 points as against 54 in 1935. (Bank of 
Canada shares moved within nine points as against 15 
points in 1935.) 

The writer has tried to interpret for observers outside 
Canada the significant causes why the old order has been 
changing in so rapid a manner. A revision of ideas and 
concepts is already observable. A broader outlook and 
adaptable methods must mark the successful banker in 
this critical and perhaps unique transition stage on the 
road from colonial pioneering to the sharper competitive 
conditions that have so long prevailed as the normal 
atmosphere of banking in the lands of older settlement. 
And while it is heresy to say so in Canada as yet, it is 
quite likely that the solution of the local problem will be 
easier as a result of studying banking principles and tech- 
nique in Great Britain. There “has certainly been 
apparent in Canada since the beginning of the depression 
late in 1929, and more markedly since the Imperial 
Economic Conference at Ottawa in 1932, an approxima- 
tion to British ideas and ideals in the conduct of public 
and private business, which was probably accelerated by 
the break-down four years ago of American banking. 
So it may be that in a retrospective study of a national 
trend and examination of its outcome, rather than in an 
analysis of financial reports, that the key to the future 
of Canadian banking will eventually be found. 











Appointments and Ketirements 


Bank of Australasia. 


Mr. Edmund Godward, the London Manager of the 
Bank of Australasia, has been elected to a seat on the 
Board to fill the vacancy caused by the death of the late 
Lord Aldenham. 


British Linen Bank. 


Mr. James Tulloch, Agent at Linlithgow Branch of 
the British Linen Bank, has retired after long and faithful 
service. Mr. Francis Clark Buchanan, Confidential Clerk 
at London Office has been appointed to succeed Mr. 
Tulloch as Agent at Linlithgow. 


Lazard Bros. & Co. 


Mr. Emil Pusch has decided to retire from the Board 
of Lazard Brothers, for reasons of health, which compel 
him to spend much time abroad. Mr. Pusch has been 
closely associated with the Bank since 1889, and the 
Board has accepted his resignation with the greatest 
regret. 

Mr. Pusch was born in Russia, and as a young man 
made his way to London and entered the services of 
Lazard Bros. He started as a junior clerk, and gradually 
worked his way up, showing a particular flair for com- 
mercial and banking business. It was he who, with Sir 
Robert Kindersley, was responsible for the building up 
of the great business of Lazard Bros. He was Managing 
Director for some years, but resigned that post when his 
health began to fail in 1929. 

Mr. Percy Horsfall has been appointed a Managing 
Director of the firm. He is a Director of the English 
Electric Company and Panama Plantations. 


Lloyds Bank. 


Mr. A. E. A. Abbott, Manager of Lloyds Bank Limited, 
Lincoln, has retired after 44 years of banking service. 
He was born in 1876, and educated at Warminster 
Grammar School. His first banking appointment was 
with the Capital and Counties Bank at Brynmawr. In 
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1896 he was transferred to Alcester, in 1898 to Marl- 
borough and in 1g02 to Havant. After the incorporation 
of the Capital and Counties Bank with Lloyds Bank, he 
was transferred to the Boston Branch of Lloyds Bank in 
IgI0, going to North Street, Brighton, in 1915, Spilsby 
in 1920 and becoming Manager of the Lincoln Branch 
in 1928. 

Mr. H. Isaac has retired from his position of Manager 
of the Dowlais Branch of Lloyds Bank. He was born in 
1874, and educated at Cardiff College. He served in the 
South African War from IgoI to 1g02. His first banking 
appointment was in 1914 at the Pentre, Glamorganshire, 
Branch of Lloyds Bank, and he became Manager at 
Dowlais in I9gI7. 

Mr. F. G. Webb, Manager of Lloyds Bank Limited, 
Ventnor, has also retired. He was born in 1873 and 
educated at Speen Hill School, Newbury. His first 
appointment was with Slocock and Company at Newbury 
in 1894. In 1896 he joined the Capital and Counties 
Bank at Farnham, and was later transferred to 
Godalming, Boston, Lowestoft, and in Ig00 to New- 
market. After the amalgamation of this Bank with 
Lloyds Bank Limited in Ig09 he became Manager of the 
Dover Branch of the combined institution, and was 
appointed Manager of the Ventnor Branch of Lloyds 
Bank in 1925. He is a Fellow of the Institute of Bankers. 


National Bank of India. 


Mr. E. H. Lawrence, London Manager of the Nationa! 
Bank of India Limited, has been ‘appointed General 
Manager in place of the late Mr. W. Ross Munro. 
Mr. R. L. Hird, formerly Inspector of Branches, has 
been appointed to succeed Mr. Lawrence as London 
Manager. 


Obituary 
Mr. Henry Allan 


It is with great regret that we record the death of 
Mr. Henry Allan, Chairman of the Clydesdale Bank. 
Mr. Allan, whose death took place on February 28, was 
a member of a well-known family of shipowners. 
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The history of the Allan Line dates back to 1819 when 
his grandfather, Captain Alexander Allan, began regular 
sailings between the Clyde and Canada. The business 
grew and developed and in time he was joined by his 
five sons, James and Alexander who were Managers in 
Glasgow, Hugh and Andrew in Montreal and Bryce in 
Liverpool. In 1891 the State Line was acquired and in 
1897 the firm became a limited company, the Allan Line 
Steamship Co., Ltd., managed from Glasgow by the firm 
of James and Alexander Allan. 


In 1909 the Canadian members of the family bought 
control of the business and the Glasgow partners retired. 
In 1916 the Line was purchased by the Canadian Pacific 
Railway and is now merged in Canadian Pacific Steam- 
ships, Ltd. 


Mr. Henry Allan, who was the son of Mr. Alexander 
Allan, was born in 1866. He was educated at Glasgow 
University, graduating in 1885. He then joined the 
family business, and became a partner of the firm. His 
abilities were soon recognised and in 1903, at the early 
age of 37, he was invited to join the Directorate of the 
Caledonian Railway. He became Deputy Chairman in 
1913, and Chairman in 1918, remaining till the absorption 
of the Railway in the London, Midland and Scottish 
system in 1923. In recognition of the services given 
by the Caledonian Railway during the War, President 
Poincaré conferred on Mr. Allan the honour of Officership 
of the Legion of Honour. 


Mr. Allan’s connection with the Directorate of The 
Clydesdale Bank dates from 1905 when he joined the 
Board. He became Deputy Chairman in Ig1g and in 
1923 succeeded Sir James Bell as Chairman. He 
occupied the chair for 14 years with great acceptance 
and signal ability, and his annual address to the share- 
holders was always marked by clarity of thought, insight 
and distinction of expression. 

Mr. Allan, who was of a retiring disposition, took little 
part in public life. He was a Justice of the Peace, and 
was at various times connected with the Clyde Navigation, 
and the Directorate of the Merchants House and of the 
Royal National Lifeboat Institution. In his younger 
days he was a yachtsman and a keen follower of the 
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hounds, riding tilts with the various packs in the 
West of Scotland. Latterly he devoted his vacations to 
fishing in the Highland waters. 


Mr. William Ross Munro 

Great regret was felt in City banking circles at the 
sudden death of Mr. William Ross Munro, General 
Manager of the National Bank of India, in his 66th 
year. Mr. Munro entered the service of the Bank in 
1889, and was sent out to the East two years later. After 
being Manager at various branches, he was appointed an 
Inspector, and in 1928 became London Manager, becoming 
General Manager in October of that year on the death of 
Mr. W. J. K. Hegarty. Mr. Munro was a bachelor of 
retiring habits, but had many friends both in London 
and in the East. The funeral took place at Putney Vale 
Cemetery on March 11, and was attended by a large 
number of friends in banking and financial circles, in- 
cluding many of his own staff. 


Mr. William Charles McGrath 

We very much regret to record the death of Mr. 
William Charles McGrath, an Assistant General Manager 
of Williams Deacon’s Bank, Ltd., who died, after a short 
illness, on March g. 

Mr. McGrath was born in 1878 and educated at 
Manchester Grammar School. He entered the service of 
Williams Deacon’s Bank in 1896, and was appointed 
Manager at Higher Broughton (Manchester) in 1899. He 
became Secretary to the General Managers in 1903, and 
was appointed Inspector of Branches in 1915, becoming 
Chief Inspector of Branches in 1919, and Manager of 
Branches in 1931. He was made an Assistant General 
Manager in 1932 

Mr. McGrath had a sound knowledge of banking, 
and he will be greatly missed not only by his colleagues 
but also by a large circle of friends who recognised his 
business qualities and extreme kindness of heart. He 
took a great interest in educational matters, and had 
been Honorary Treasurer and a Governor of the Man- 
chester High School for Girls for many years. He was a 
Fellow of the Institute of Bankers, and a Vice-President 
of the Manchester and District Bankers’ Institute. 
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American Banking 


By a Correspondent 


HE first instalment, amounting to 16% per 
cent. of the one-third increase in member bank 
reserve requirements announced by the Board of 
Governors of the Federal Reserve System on January 31, 
went into effect on March 1, without a ripple of dis- 
turbance to the money market. Member bank excess 
reserves, Which had been $2,100,000,000, were reduced 
to $1,310,000,000, of which about $500,000,000 was held 
by the large New York City Banks. Practically the only 
restraining influence which the change seemed to exert 
was in the market for high-grade bonds, where demand 
fell off and prices eased slightly. The declines were not 
important, however, and the prevailing disposition 
seemed to be rather a reluctance to purchase as freely as 
before than any impulse to liquidate. 

It is generally agreed that the real test of the 
Reserve Board’s measure will not come until May I, 
when the second instalment of the rise in reserve require- 
ments comes into operation. At that time a considerable 
number of banks may find themselves pinched for 
reserves, and the larger banks, even though themselves 
plentifully supplied with reserves, may find it possible 
to tighten up money rates in accordance with their 
desires. Mr. Marriner S. Eccles, the Chairman of the 
Reserve Board, in testimony before a Congressional com- 
mittee has predicted that there would be no increase in 
the long-term money rate, although he suggested that 
short-term rates might increase as the demand for 
commercial loans expanded. That such an expansion is 
in view appears to be the general impression. Following 
the seasonal decline in bank credit in the first six weeks 
of the year, commercial loans turned upward about 
the middle of February, some two to four weeks ahead 
of the normal turning point. 


The following table shows the principal items reported 
by member banks of the Federal Reserve System in 
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101 leading cities with comparisons for a month and 


a year ago: 
Increase or Decrease 


since 
Feb. 24, Jan.27, Feb. 26, 
1937 1937 1936 
(Millions of dollars) 

Demand deposits adjusted ss ¥§,635 ! ros +- 1,548 

Deposits of foreig n banks bis dee 416 + 2 + 21 

Total loans and investments 7 22,075 - 48 1,069 

Loans on securities 3,272 30 155 

Other loans i ‘ 5,752 + $81 | 940 
United States Governments, direct 

and indirect oa ia .. 10,303 — 121 412 

Other securities in ng i 3,315 +- 58 162 

Reserves ba a si st 5,291 - 64 503 


It is to be noted that compared with a year ag 
‘other loans’’ which consist chiefly of commercial 
credit, now show a rise of $940,000,000, whereas holdings 
of direct and indirect ol bligations of the United States 
Government are up only $412,000,000. This may be 
contrasted with the situation as recently as the end of 
last December when the year-to-year increases of these 
two items were almost the same, §S888,000,000 for 
‘ other mane and §885,0o00,000 for government securi- 
ties. The cha nge —_ a year ago is striking. On 
February 26th, 1936, “‘ other loans ’’ were $4, 842,000, 000, 
a decline of $114,000,000 from a year before, while the 
reporting banks’ holdings of government securities at 
€9,891,000,000 showed a year-to-year rise of no less than 
$1,360,000,000. : 

A year ago government securities constituted vir- 
tually the only outlet for bank credit and commercial 
loans were still shrinking. At present the trend seems 
to be towards a decline in the proportion of bank assets 
held in the form of government securities and a definite 
expansion in the volume of earning assets employed in 
business loans. This trend should be strengthened over 
the coming months, as the Treasury comes into the 
market less and less for new money and as the available 
supply of government securities tends to pass out of the 
hands of the banks which were the original purchasers. 

The heavy influx of foreign capital continues to vex 
the monetary authorities, and frequent conferences on 
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the subject have been held at Washington, Thus far, 
however, no means of discouraging the inflow, short of 
the obviously politically impossible course of revaluing 
the dollar upward, appears to have suggested itself. In 
the financial community the opinion is growing that the 
problem will be met td a decline in foreign currencies 
particularly sterling, rather than by an increase in the 
gold value of the dollar. It is now thought likely that 
the United States Government, contrary to its previous 
stand, would not view with undue concern a moderate 
appreciation of the dollar in terms of other exchanges. 
At the same time discussions of the question of so-called 
“hot money” have disclosed a widespread opinion 
that the current system of taxes gives foreign investors 
in American securities an advantage over domestic 
holders, particularly with respect to the exemption from 
the capital gains tax enjoyed by foreigners. There would 
be general support for a tax measure that would subject 
fore igners to th 1e same levy on security profits to which 
residents of the United States are subject, if a means 
could be found of making such a tax enforceable. 

The month of February and the first few days of 
March witnessed developments in the field of industrial 
labour relations, the importance of which can scarcely 
be exaggerated. The prolonged and costly General 
Motors strike was settled in a fashion which gave the 
labour organisation, headed by John L. Lewis, at least 
a foothold in the motors industry, and the United States 
Steel Corporation, traditionally a stronghold of anti- 
unionism, agreed peaceably to a contract with those 
of its workers who belonged to one of Mr. Lewis’s 
industrial unions. The action of the Steel Corporation, 
which appears to have been largely prompted by the 
lessons of the Motors strike, marks a revolutionary break 
with the past traditions of American “ Big Business.” 
The example is almost certain to be followed widely, 
for not only is United States Steel the foremost indus- 
trial organisation in the country, but it is so closely 
identified with the house of J. P. Morgan & Company 
that its decision to make peace with Mr. Lewis, rather 
than to fight him, can only be construed as reflecting the 


views of that firm on the prevailing trend of affairs in 
the country. 
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It may safely be mniead that e abating its con- 
ciliatory attitude toward organised labour the Steel 
Corporation was following what its banking advisers 
considered the most practical course. The motors strike 
had demonstrated that even a corporation with as much 
‘public good will’’ as General Motors undoubtedly 
enjoyed could not expect to find popular support for the 
old-fashioned die-hard resistance to the attempts of its 
workers to organise. If that was true of Motors, it would 
have been all the more so in the case of “‘ Steel’ with 
its notoriously anti-union reputation. Moreover it had 
become plain that the time had passed when industrial 
leaders could count upon government officials to send 
troops to their assistance in quelling labour disturbances, 
even when, as in the case of the sit-down strikers in the 
General Motors plants, the striking workers seemed to 
be defying the law. 

To older nations such considerations may sound 
primitive, but to American business leaders, bred in 
‘“open-shop ”’ traditions, the turn of events is new and 
strange. Among bankers, who have in this country 
played a dominant role in influencing the labour, as well 
as other, policies of industrial corporations, the develop- 
ments have been received with mixed feelings. There 
is much talk to the effect that “maybe” it would be 
for the best if industrial relations here became “ like 
those in Great Britain ’’ where, it is vaguely understood, 
labour is more highly org vanised, more responsible for its 
actions, and where strikes are fewer. On the other 
hand a large section of financial opinion views with 
unconcealed alarm the growing strength of Mr. Lewis 
and his organisation, and envisages American industry 
in the future, ground beneath the foot of a wild- eyed 
‘ labour dictator,’ ’ unless a strong stand is soon taken, 
at no matter what cost. 


*.* The above report was despatched prior to the tension 
in Detroit, which became acute towards the end of March.— 
(Editor, THE BANKER). 
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French Banking 


By M. Mitzakis 
characterised February the money market was 


characterised by a firm tone which continued 

during the first week of March and which is not 
adequately expressed by the figures of interest rates 
quoted. These rates are compared with those of the 
previous months in the following table :— 


End of End of End of 
December, January, February, 
1936 1937 1937 
Banque de France rediscount 
rate a sa 2% 4% 4% 
Market rate of discount 2} 45 4} 
Day-to-day money an 1% 32 32 
Loans on Bons de la Défense 
Nationale :— 
Market rate for one month 2h 4 44 
Market rate for 3 months 24 4 4} 
Rates on loans on securities: — 
On the Parquet .. - 3% 6} 6} 
On the Coulisse .. i 9} 10} 104 


Until the issue of the 44 per cent. Defence Loan with 
guaranteed exchange which marked a complete change 
from the financial policy pursued since last year—was 
announced, the refugee funds refused to respond to the 
efforts of the Front Populaire Government to tempt them 
back to France. The confidence of the masses in the 
Government was not followed by the confidence of capita- 
lists. The reason for the latter’s persistent distrust was 
three-fold. It was a revenge for the vindictive measures 
inflicted upon holders of gold; it was the result of certain 
public statements causing disquietude regarding individual 
freedom and private property; it was finally due to the 
anxiety of those who realised the drain upon the gold 
resources of the Stabilisation Fund and the unsatisfactory 
state of the Treasury. 

As usually happens in France when unanimity of 
views and the prevalence of commonsense gives rise to a 
wave of optimism, the announcement of the change of 
policy produced the desired effect. Admittedly it would 
be idle to compare this welcome, though limited, reversal 
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of the trend to the wholesale repatriation of funds which 
followed M. Poincaré’s reconstruction measures in June, 
1926. These are different times, different men are in 
charge, and the reaction cannot be expected to be identical. 
The French funds that took refuge mainly in London and 
New York have been tempted to an appreciable but 
relatively modest degree by the exceptionally favourable 
terms of the new loan, while the abandonment of the 
penal measures against holders of gold has prepared the 
ground for repatriations. The atmosphere created by 
M. Blum’s large majority in the Chamber was important 
from the point of view of progress in the right direction. 
The Treasury’s lack of liquid resources was so alarming 
in February that it reacted upon the whole economic life 
of the country. It threatened to paralyse a number of 
enterprises more or less under Government control. 
It is necessary, therefore, to give credit to the Prime 
Minister and his Minister of Finance, who have given an 
exceptional example of opportunism and have placed 
the welfare of public finance above the consistency of 
their political opinions. The first tangible result of this 
return of orthodoxy will be a decline in interest rates, 
to be brought about by a reduction of the Bank rate. 
Already the rate of the Bons de la Défense Nationale 
has been reduced from 4} per cent. to 4 per cent. 

The situation of the Bank of France on February 26, 
or even on March 5, did not, of course, indicate these 
changes. In fact, the figures are more or less identical 
with those of the last return for January. The amount 
of the gold reserve remained unchanged; the total of 
sight liabilities hardly changed; and the reserve ratio 
remained slightly under 55 per cent. Even Government 
advances only increased by Fr. 300 millions at the 
beginning of March, while discounts increased by a similar 
amount. 

There was a fresh flight of capital during February, 
due mainly to fears of exchange restrictions and other 
strict vindictive measures. Fortunately such dangers 
have been removed by the new financial programme, 
which has been voted, and which can be summarised 
under three heads : 

(1) The immediate abandonment of restrictive legis- 
lation regarding gold transactions. 
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(2) New management of the Exchange Stabilisation 
Fund. 

(3) Issue of a loan with guaranteed exchange rate. 

Above all, a promise has been made to modify the 
official economic policy in order to assist in the recon- 
struction. The law voted on March g abolished a 
number of articles of the Monetary Law of October 1, 
1936. Gold can henceforth be bought, sold and imported 
freely in France. The necessity for obtaining a permit 
for the export of gold has been abolished. 


End of End of End of 











Dec., Jan., Feb., 
BANQUE DE FRANCE 1936 1937 1937 
ASSETS. (in millions of francs) 

Gold Reserve a i .. 60,358 57,358 57,358 
Foreign Exchange reserve e (total) 3 1,444 1,421 1,310 
Sight oe a hi tia sed 15 I2 15 
Time - ee ne - ae 1,429 1,409 1,295 
Discounts (total) .. ah, =~ = 9,553 9,855 10,167 
Advances on bullion ida 9 Sg 1,258 1,145 1,140 
Advances on securities .. ia a 3,583 3,701 3,594 
Advances up to 30 days .. x8 id 715 1,167 873 
Bonds of the Caisse Autonome .. ar 5,640 5,640 5,040 


Provisional advances to the State— 
(a) Regularisation of previousadvances 12,998 12,272 12,272 
(b) New advances ‘a és ‘a 5,400 7,500 7,500 


LIABILITIES. 


Note circulation .. .. 89,342 87,688 87,062 
Current and deposit accounts (tot: al) .. 15,744 17,235 17,701 
Of which—- 
Treasury - és wi 112 112 461 
Caisse Autonome ue a iyi 1,913 1,843 1,854 
Private accounts ba _ .. 13,560 15,165 15,278 
Sundry .. - — <a 105 II5 107 
Total of sight liabilities bs - .. 105,086 105,120 104,763 
Percentage of gold cover.. ea -» 57°44% 54°67% 54°75% 


The monetary measures which have just been removed 
were undoubtedly illogical and unjust, since it was only 
holders of gold who were forbidden to benefit by the 
higher price, while holders of foreign exchange, foreign 
securities, produce and real property obtained auto- 
matically the benefit of the change of values following 
the devaluation. Time after time this discrimination was 
denounced in Parliament and in the Press, but every 
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time political considerations prevented any amendment 
of the law. Holders of foreign exchange and foreign 
securities felt that their turn for vindictive measures 
might come. 

The significance of the new law cannot be overesti- 
mated. The Government no longer considers it repre- 
hensible to hold assets payable in foreign currencies. 
It was not afraid to offer investors a capitalist loan, 
having not only an exchange guarantee like the 4 per 
cent. loan of 1925 issued by M. Caillaux, but also an 
option regarding the place of repayment. The new 4} per 
cent. loan was issued at 98 francs, and the exchange 
rate was guaranteed on the basis of 1,000 French francs 
equal to {9 7s. or 45:66 dollars. It is repayable in 
60 years. Its half-yearly coupons are payable at the 
holder’s choice in France in French francs, or the French 
franc equivalent of 2s. Id. or 51 cents for the coupons 
of the Fr. 500 bonds. The coupons are also payable 
through the intermediary of the Bank for International 
Settlements in Swiss francs by the banks appointed 
by that institution, at the current rate of sterling or the 
dollar against Swiss francs. The repayment of the 
principal of the loan carries the same exchange guarantee 
and the same option. An important point is that the 
Government reserves the right to reimburse the loan 
in advance from March 19, 1942, onwards. The difference 
between this loan and the 4 per cent. loan of 1925 1s that 
the new loan will not be exempted from income tax. 
Nevertheless, it will enjoy the same privileges and immuni- 
ties as the 3 per cent. perpetual rentes, and it will be 
exempted from any special French coupon tax. 

The first tranche of 5 milliards was covered on the 
first day of issue, which would not be unusual for a 
British issue, but which constitutes an important achieve- 
ment for the French market, which during the last two 
years has experienced much difficulty in covering quickly 
the loans floated. The second tranche of 3 milliards, 
issued on March 16, was also closed for subscription 
on the same day. 

While it is a matter of regret that the London and 
New York markets were unable to participate directly 
in the loan and that it was impossible to authorise the 
French Government to entrust British and American 
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banks with the agency of the service of the loan, French 
opinion understands the British and American attitude. 
There is the Johnson Act in the United States and there 
is the likelihood of early Government defence loans in 
Great Britain which justifies the attitude of the British 
and American authorities. Indirectly the London market 
was involved in the issue, which led to fairly substantial 
withdrawals of funds, even though the movement of 
repatriation did not assume really large dimensions. 
The third measure of monetary reconstruction decided 
on by Parliament is mainly technical and psychological, 
but it is nevertheless of great importance. This measure 
is the change in the management of the Exchange 
Stabilisation Fund. Until now this fund, which had an 
initial operating capital of Frs. 10 milliards, was managed 
by the Bank of France on account of the Treasury, and 
its operations were excluded from the Bank return. 
For several months, as a result of incessant demand for 
foreign exchange, it was an open secret that this institution 
was suffering heavy losses of gold, and it had become 
increasingly necessary to provide it with new means. 
With a remarkable understanding of the difficulties the 
Government had to increase the elasticity of the tactics 
of the defence of the franc, and also to support the 
Stabilisation Fund with the prestige of the names of 
some well-known specialists. It is in this spirit that a 
committee of experts has been appointed, including, in 
addition to M. Labeyrie, Governor of the Bank of France; 
M. Charles Rist, whose authority is perhaps even greater 
among Anglo-Saxon economists than in France; M. Rueff, 
Comptroller of the French Treasury; and M. Baudouin, 
Managing Director of the Banque de l|’Indo-Chine. 
This team is now in charge of the operations of the 
Exchange Stabilisation Fund. Its policy has become 
considerably modified. Instead of rigidly maintaining 
the franc in relation to sterling, a wider range of fluctua- 
tions is allowed for the franc. On the first day when the 
new tactics were introduced, sterling, which had been 
maintained with great difficulty at 105-15 francs, rose 
to about 107 on March 8. Speculators believed, some- 
what prematurely, that the French authorities intended 
to approach the lower legal limit of 112 francs. The 
sudden reaction in the other direction which occurred, 
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however, disappointed these hopes and left the initiative 
in the hands of the Stabilisation Fund. 

In conclusion, it is incontestable that the new financial 
policy of the Government, accompanied by promises of 
budgetary economies, reversed the tendency and created 
a more favourable atmosphere for the recovery of trade 
and for the coming Exhibition, for the sake of which 
the President of the Republic himself appealed for 
unity in the French nation. Nevertheless, the large 
uncovered public expenditure and the application of the 
40-hour week make it difficult, even at present, to be 
certain of a fundamental and lasting success. However, 
it may be said that between February and March France 
lias passed a difficult corner and her monetary horizon 
has become clearer. This is not everything, but it is a 
great deal to achieve in a few weeks. If it is possible 
to check the rise in prices, trade might benefit by the 
repatriation of capital and by a welcome wave of 
optimism. 


German Banking 


By A Correspondent 

MONG the five leading Berlin banks, three have 
A so far published their annual reports. The Ber- 
liner Handels-Gesellschaft and the Reichs-Kredit- 
Gesellschaft increased their dividends from 6 to 63 per 
cent. The Dresdner Bank left its dividend unchanged at 
4 per cent., and doubled its allocation of open reserves 
to Rm. 3 million. The other two leading banks, the 
Deutsche Bank und Disconto-Gesellschaft and the Com- 
merz-und Privat-Bank are expected to raise their 
dividends from 4 per cent. to 5 per cent. All the reports 
indicate an increase of receipts. This is due in part to 
the increased activity in the Bourse and the new issue 
market. Although the conversion of advances and 
overdrafts into holdings of securities must have reduced 
income from interest, on the other hand some debts 
which were written off have became good once more. 
The fact that in spite of this the Dresdner Bank preferred 
to increase its reserve rather than increase its dividend, 
indicates a desire to improve the ratio between the 

bank’s own resources and its outside resources. 
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For the first time for many years the total of outside 
resources shows an increase in the case of each of the 
three banks. The decline of foreign deposits continued 
in 1936. In the case of the Berliner Handels-Gesellschaft, 
these deposits declined from Rm. 34:8 million to Rm. 29-8 
million, in the case of the Reichs-Kredit-Gesellschaft 
from Rm. 61-4 million to Rm. 51-6 million, and in the 
case of the Dresdner Bank from Rm. 220 million to 
Rm. 186 million, against the original amount of more 
than Rm. goo million. On the assets side the decline of 
loans continued. Demand for new credit by trade 
remains inferior to the extent of repayments on old 
loans. This tendency is particularly noticeable in the 
case of the Dresdner Bank, even though that institution 
granted new credits to the amount of Rm. 740 million 
during 1936 compared with Rm. 636 million during 1935. 
There has been an increase in the holdings of securities 
and especially in those of Treasury bills and other bills. 
Within the bill portfolios the proportion of bills maturing 
within more than three months has increased. 


Berliner Reichs- 
Handels- Kredit- Dresdner 
Gesellschaft Gesellschaft Bank 
1935 1939 1935 1930 1935 1930 
In Millions of Reichsmarks 

Brought forward bs os Et27 24h Ege F463 2°39 «= 2-48 
Gross receipts .. <i aes 9°19 10°17 12°89 14°10 90°70 95°17 
Net receipts re wd o. srae 3°58 4°22 4°65 9°99 I1:'02 
Dividend ; ox w 20S 1-82 2°40 2:60 6:00 6:°cOo 
Dividend (per cent. Be. aca a 6 6} 6 6} 4 4 
Capital .. ia sl oF 28 28 40 40 150 150 
Reserves ws - oa 10 10 20 20 15 16°5 
Creditors aia oa or 198 207 399 407 1,782 1,805 
Acceptances a sie ‘ag 32 25 13 16 293 241 
Debitors a 97 67 144 132 i,I92 1,075 
Advances on commodi ties ss 4 15 39 27 66 Ox 
Securities — ie ae 27 44 18 37 370 348 
Discounts sc ; 9! 109 226 245 511 034 
Cash and with banks a ae 27 27 35 35 560 fale) 
Balance sheet total .. a 274 277 400 510 2,441 2,432 


The monthly return of the banks for the end ot 
January shows that the tendency noticeable for the past 
year continued at the beginning of this year. The 
increase of outside resources in the case of the three 
banks with branches became accentuated. On _ the 
assets side there were further repayments of loans, and 
holdings of Government securities also declined. The 
new resources and the newly released resources had to 
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find employment in bills, and bill holdings increased to 
an exceptionally high degree during Decembe r and 
January. The increase of liquidity of banks facilitated 
the placing of promissory notes by the German Discount 
Bank. By the middle of February the outstanding 
amount of such bills had reached the record figure of 
one milliard reichsmarks, and since then it has further 
increased to no slight extent. 

With regard to the liquidity of the money market 
and the increase in the amount of promissory notes, the 
issue of a new consolidation loan by the Government was 
generally anticipated. This issue has now taken place. 
The amount was once more Rm. 500 million, consisting 
of medium-term Treasury bonds, and the terms of issue 
were the same as on the last occasion. Contrary to the 
anticipations of the market, the issue price was not 
raised. The reason why the Government loan was 
issued this year a month later than last year was that 
the authorities wanted to facilitate private issuing 
activity. For the purpose of financing new capital 
expenditure in connection with the Four Years’ Plan, a 
number of industrial — erprises floated debentures of the 
5 per cent. type, usually at the issue price of 99. These 
issues were quickly over-subscribed, as the level 
price of equltles and the existence of excessive liquid 
resources made the terms appear attractive. 

As a result of the favourable response to the Govern- 
ment issue, the original amount was raised from Rm. 500 
million to Rm. 700 million. Many subscribers paid in 
the amount subscribed in advance, owing to the favour- 
able rate of interest obtained. Considering that the 
amount of promissory notes increased to Rm. 1,185 
million at the end of February against Rm. 463 million 
at the end of November, the favourable response to the 
loan was not surprising. The outside resources of the 
Gold Discount Bank increased during that period from 
tm. 456 million to Km. 757 million. It was thus in a 
position to increase its bill portfolio from Km. 1,119 
million to Rm. 2,005 million. By such means it was 

ossible to relieve the Reichsbank to no slight degree. 
[t is not expected that the issue of promissory notes will 
be further increased in the near future. In fact, as a 
result of subscriptions to the new Government loan, 
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there were distinctly tighter conditions in the money 
market, and the banks financed part of their subscriptions 
through rediscounting promissory notes. 

The annual report of the Reichsbank for 1936 shows 
that the German Central Bank was called upon to 
increase its activities of financing trade. Its total turn- 
over increased from Rm. 807 milliards in 1935 and 
Rm. 685 milliards in 1934 to Rm. 920 milliards in 1936. 
The previous high record was reached in 1929 at Rm. g11 
milliards. The amount of inland bills increased to 
Rm. 38-6 milliards in 1936 against Rm. 34:5 milliards 
in 1935 and Rm. 27-6 milliards in 1931. The clearing 
turnover also increased, while the monetary circulation 
increased to Rm. 6-95 milliards against Rm. 6-37 
milliards at the end of 1935 and Rm. 5-98 milliards at 
the end of 1934. The increased amount of notes of small 
denomination indicates an expansion in the purchasing 
power of the public. Simultaneously the balance sheet 
shows an increase of discounts by nearly one milliard 
to Rm. 5-45 milliards, against Rm. 4-5 milliards in 1935 
and Rm. 4:02 milliards in 1934. At the same time, for 
well-known reasons, the gold and foreign exchange 
reserve of the Reichsbank declined to Rm. 177°8 
millions, against Rm. 259-5 millions at the end of 1935 
and Rm. 611-6 millions at the end of 1933. The further 
increase of interest-bearing assets must have led to a 
further increase in earnings and the institution was in a 
position to increase its inner reserve. The dividend was 
left unchanged at 12 per cent. of the share capital of 
Rm. 150 million. Of this, 8 per cent. will be paid out 
in cash and 4 per cent. will be added to the holdings of 
Government securities. The Government again obtains 
Rm. 18 million, a share equal to that paid to the share- 
holders. 


International Banking Keview 


ITALY 
5 is well known, the publication of the Bank of Italy’s 
A returns was suspended in October, 1935. Since then 
the only figures published were those of the balance 
sheet for the end of 1935. The Fascist Grand Council 


F** 




































70 THE BANKER 
decided, however, to publish the essential figures of the 
Bank of Italy. According to the official announcement, 
the gold reserve amounted to 4,021 million lire on February 
20, which shows an increase of 84 million lire compared 
with the figure for October, 1935. Allowing for the 
devaluation of the lira, actually there was a loss of about 
£180 millions of gold. In addition to this, Italy is stated 
to have certain other reserves. The Treasury is said to 
hold the gold surrendered by the Italian public during the 
Abyssinian war, and also the holdings of foreign assets 
which were called in from Italian holders. 

The note circulation was 15,6077 million lire on 
February 20, showing an increase of 221 ‘tallies lire against 
the end of 1935. The total now includes, however, 
1} milliard lire which is in circulation in East Africa. 
On the basis of these figures it would appear, therefore, 
that the actual net circulation in Italy itself declined by 
some 1,300 million lire compared with the end of 1935. 
No explanation of this decline has been given, although 
in view of the fact that in the meantime the price level 
and the cost of living in Italy have increased materially, 
the lira was devalued by 41 per cent., and the turnover 
and purchasing power have also increased, it would be 
interesting to know how the decline is officially accounted 
for. The note circulation was already at a fairly deflated 
level in 1935, and since there has never been any note 
hoarding in Italy on any large scale the decline cannot be 
attributed to dishoarding. Nor is there any reason to 
suppose that the use of cheques or other substitutes for 
cash has increased materially during the past year or so. 


SPAIN 

The so-called “‘ Madlon”’ bills, which were issued by 
virtue of an agreement between the London Acceptance 
Houses and the Spanish Government to replace bills 
drawn prior to the conclusion of the Anglo-Spanish 
clearing agreement, and which were guaranteed by the 
Spanish Exchange Control Office, were not met by the 
Spanish authorities on maturity. In an explanatory 
statement issued by the London manager of the Bank of 
Spain it was stated that the funds were deposited with 
one of the leading London banks and the bank in question 
blocked the Bank of Spain’s balances. The Accepting 
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Houses refused to admit that the blocking of the Bank of 
Spain’s balance justified default on a definite liability of 
the Government, and insisted that the Government 

rovide the sterling required for meeting the bills. The 
clearing bank in question blocked the balance because it 
had received warning from the Burgos branch of the Bank 
of Spain that the Valencia authorities had no right to 
dispose of the Bank’s funds. The amount involved is 
some £230,000. There is reason to believe that the 
outstanding “ Moreno ”’ bills, which were drawn upon 
clearing banks and which represent renewals of bills 
drawn upon them prior to the conclusion of the exchange 
clearing agreement, will be met on maturity, because in 
addition to being guaranteed by the Spanish Government 
they were also endorsed by the London office of the Bank 
of Spain. On the other hand, the Spanish authorities 
have failed to fulfil their undertaking to provide cover for 
a large amount of bills issued after the conclusion of the 
exchange clearing agreement. The Valencia Government 
is sending a delegation to London to discuss these out- 
standing banking “claims and also its own counter-claims 

against the Anglo- -Spanish debts clearing office. As is 
a known, a large amount of the “‘ Moreno ”’ bills were 
repaid on maturity, on the assumption that the Bank of 
Spain would be reimbursed as and when the claims 
concerned are repaid out of the proceeds of the clearing. 
The London banks decided, however, to refuse to release 
this amount pending the settlement of their claims 
against the Spanish Government. 

The Burgos Government has decided to exchange the 
Bank of Spain’s note circulating in territory occupied by 
the insurgents into a new issue of notes. Only notes 
bearing the stamp of the Burgos authorities will be 
exchanged, and notes issued after July 18 are not 
exchangeable. 

HUNGARY 

The recovery of trade in Hungary is indicated by the 
banking figures of 1936, which show an increase of deposits 
and profits. For example, the net profits of the Hun- 
garian General Credit Bank advanced from 2,240,000 
pengos to 2,388,000 pengos. The amount of deposits 
increased by 9,300,000 pengos to 208,500,000 pengos. 
The foreign liabilities of the Bank have been reduced 
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from 43,900,000 pengos to 29,500,000 pengos. Notwith- 
standing the improvement, the directors decided to pass 
the dividend once more and to allocate the profit to 
various reserve funds. 
DENMARK 

During 1936 the National Bank of Copenhagen has 
been converted into the National Bank of Denmark. 
The latter is a State bank, and the former’s shareholders 
were compensated through the exchange of their shares 
into fixed interest bearing Government bonds. The first 
annual report of the new issue states that the Danish 
krone was maintained unchanged throughout the year at 
22.40 to the ¢. During 1936 the total net external 
indebtedness of the Bank “declined from Kr. 87.4 millions 
to Kr. 55.3 millions. At the same time the foreign 
enhenes holding of private banks increased from 
Kr. 46.7 millions to Kr. 56.9 millions. The exchange 
position has thus improved materially during the past 
year. During the autumn, however, there was a revival 
of demand for foreign currencies, and this induced the 
Bank to increase its rediscount rate on November 18 from 
3 to 4 per cent. The net profit of the Bank for the past 
business year was 6,676,000 krone. 


SWEDEN 

The continued rise in wholesale prices in Sweden, and 
fears of a forthcoming inflation in Great Britain, gave rise 
to rumours that the Swedish Minister of Finance was 
seriously considering the possibility of lowering the 
present krona- sterling rate of 19.40. This resulted in 
considerable forw ard selling of foreign currencies by 
Swedish exporters, which brought about an abnormal 
increase in the Bank of Sweden’s foreign currency reserve 
and a corresponding increase in the joint-stock bank’s 
cash holdings. In order to prevent further speculation 
on a currency appreciation, the Government issued a 
statement that at the time being no changes in the present 
sterling rate were under consideration. As a result of 
this declaration the market has again assumed its normal 
aspect. While renouncing such an effective measure 
against the rise of prices as an appreciation of the krona, 
the Government found it necessary, however, to provide 
the Bank of Sweden with efficient means for controlling 
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the capital supply, and to check, if necessary, an accelera- 
ted price move. A series of new regulation propositions 
were therefore submitted to the Riksdag, and are at 
present being examined by the banking committee of the 
parliament. The first of these law propositions provides 

for the issue of Treasury bills which the Bank of Sweden 
should place in the market for regulating the capital 
supply. Another lawis also under consideration, according 
to which the joint-stock banks should be bound to keep 
cash reserves amounting to a minimum of 25 per cent. of 
their total sight and at one month notice deposits, and to 
hold 75 per cent. of this reserve at the Bank of Sweden. 
This proposition has met with strong criticism in various 
quarters, however, as it will in practice affect only the 
smaller banks, the big banks having at present cash 
reserves considerably exceeding the above-mentioned 
25 per cent. ratio. If the Bank of Sweden should choose 
to put the measure into effect, the smaller banks would 
be compelled to resort to borrowing at the big banks, or 
to sell some of their liquid assets, in order to maintain 
their lending at the present level. A third measure which 
the Bank of Sweden has under consideration is to pay 
interest on deposits, which certainly should attract funds 
to the Bank and contribute to a further reduction in the 
credit supply. The propositions will probably be adopted 
by the Riksdag, but their application will depend on the 
Bank of Sweden. Unless a real inflation will make their 
application necessary, they will be mainly of a prophylactic 
nature. 

As a result of the forward selling of foreign currencies 
to the Bank of Sweden, the joint- -stock banks’ cash and at 
Bank of Sweden holdings increased during February by 
Kr. 105 millions to a new record of Kr. 712 millions. 
Since the bulk of the proceeds from these sales are placed 
on current accounts, sight accounts of the joint-stock 
banks rose by Kr. 25 millions, while total deposits in- 
creased by Kr. 53 millions to a total of Kr. 3,988 millions. 
Advances also pecoviied an increase from Kr. 3,963 mil- 
lions to a total of Kr. 4,018 millions. At the end of 
February the gold reserve of the Bank of Sweden amounted 
to Kr. 460 millions, foreign bonds were Kr. 16 millions, 
deposits in foreign banks totalled Kr. 421 millions and 
foreign bills Kr. 439 millions. 
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POLAND 
The annual report of the Bank of Poland for 1936 
states that since the adoption of exchange restrictions the 
Polish banks have repaid a substantial part of their 
external liabilities. At the end of the year the gold 
reserve amounted to 393.9 million zlotys, a decline of 
51.5 million zlotys compared with 1935. The granting 
of a French credit to Poland broug a relief to the exchange 

position towards the end of the y 


SWITZERLAND 
In our last month’s issue we stated that the total 
assets of the Swiss Bank Corporation increased by 34 mil- 
lion Swiss francs to 1,389 million Swiss francs. In reality 
the increase was not 34 million but 345 million Swiss 
francs. 


Books 


CAPITAL AND EMPLOYMENT. By R. G. HAwrTREy. 
London, 1937. (Longmans Green & Co. Price 
15s. net.) 


THE declared object of Mr. Hawtrey’s book is to 
remove the reproach to economists that they do not agree 
among themselves and do not therefore give guidance to 
public opinion. This in itself is a praiseworthy object, 
but it is difficult to agree with Mr. Hawtrey that 
‘“ economists can best remove this reproach by criticising 
one another's theories.” Indeed, in laying emphasis on 
the points on which they differ from other economists, 
instead of giving prominence to the points on which they 
agree, they merely accentuate the bewilderment of the 
public faced with the spectacle of experts disagreeing. 
The man in the street has hitherto been labouring under 
the impression that our two leading economists, Mr. 
Keynes and Mr. Hawtrey, belonged at any rate to the 
same school. Mr. Hawtrey has now devoted the longest 
chapter of his new book to making it plain that this is 
not so. While he registers his disagreement with orthodox 
economists such as Professors Hayek and Pigou, he 
reserves his shrewdest thrusts for his fellow progressive, 
Mr. Keynes. The controversy moves on a very high 
plane, and to go into its merits would be a full-time 
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occupation far beyond the reach of the practical banker. 
From the point of view of those who, not being able to 
follow the arguments of professional economists, are 
inclined to accept their authority, the net result of 
Mr. Hawtrey’s book is a feeling that the leading economists 
have simply cancelled each other out. It is hardly 
necessary to add that, notwithstanding this, the book has 
great merits and, like everything else Mr. Hawtrey has 
written, it is well worth reading, even if it requires much 
concentration. In particular in Chapters II to VI, 
where Mr. Hawtrey constructs his own theory, he is 
distinctly at his best. 


EsSAYS IN THE THEORY OF EMPLOYMENT. JOAN 
ROBINSON. (London, 1937: Macmillan PS Ltd. 
Price 8s. 6d. net.) 

Mrs. RoBinson’s book approaches Mr. Keynes’s book 
in a constructive rather than critical spirit. As the 
author states in the preface, the very existence of her 
book must be regarded as an acknowledgment to Mr. 
Keynes’s “‘ General Theory of Employment, Interest and 
Money ’’. Among those who have so far attempted to 
interpret Mr. Keynes’s highly involved theories, Mrs. 
Robinson occupies an important place, which she is 
likely to retain even after the further growth of the 
literature provoked into existence by Mr. gg s book. 
From the point of view of banking readers, Part III, 
dealing with foreign exchanges, is doubtless the most 
interesting. Abstract problems are discussed in the part 
of the book in terms easily understandable on non- 
academic readers. It is a pity the book contains no index. 


CANADA. By ANDRE SIEGFRIED. Translated by H. H. 
Satins and Doris HEMMING. (London, 1937: 
Jonathan Cape. Price ros. 6d. net.) 

EVER since Professor Siegfried brought us off the gold 
standard by inspiring the wave of pessimism that cul- 
minated in the flight from the pound, of 1931, his writings 
have commanded a hearing in this country. His present 
book is not likely to produce any such spectacular results, 
but it is nevertheless well worth reading as an impartial 
investigation of the major economic and political prob- 
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lems of Canada. Economic geography is the author's 
strongest suit, and from this point of view his book is 
likely to survive by a long way the more or less topical 
problems of the day which it discusses. M. Siegfried 
devotes much more space to political questions than to 
financial questions. His 15 pages on currency, finance and 
foreign trade can hardly claim to cover the subject 
adequately. 


THE DESTINY OF FRANCE. By ALEXANDER WERTH. 
(London, 1937: Hamish Hamilton. Price ros. 6d. 
net.) 

SINCE this book covers a period during which the 
financial question was very much in the forefront in 
France, it was reasonable to hope that the author, with 
his local knowledge and sources of inside information, 
would add a good deal to our knowledge of the events 
that led to the devaluation of the franc. While the book 
is in many ways an interesting piece of journalism, from 
this point of view it is distinctly disappointing. Desultory 
remarks on financial developments contain very little 
that is new, and disappear in the flood of political material. 
The author has much to say about the notorious “ 200 
families ’’, but even Mr. John Gunther has more facts to 
give on the subject. Mr. Werth’s views on financial 
questions are evidently on a 24-hour basis. While in 
1935 he had some sarcastic remarks to make on the 
‘ financial experts of the English Press ’’ who considered 
devaluation inevitable, this did not prevent him in 1936 
from deploring the fact that devaluation had come rather 
late; nor did this change of view prevent him from 
sneering at those “inveterate defenders of the franc ”’ 
who changed their views after the General Election of 
1930. 


THE INDIAN MONEY MARKET. By KRISHNA KUMAR 
SHARMA. Bangalore, 1934. (The Bangalore 
Printing and Publishing Co. Price not stated.) 


THE main defect of contemporary financial literature 
is the large number of overlapping books on generalities 
and the scarcity of books which specialise in a narrow 
sphere which they cover thoroughly. Professor Sharma's 
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book should therefore be welcomed by all bankers and 
students who prefer facts to metaphysics. His descr ption 
of the various elements in the Indian money market is 
sound and thorough. It is supported by well-chosen 
statistical material. The chapter criticising the defects of 
the Indian money market is particularly interesting. The 
book contains a detailed description of the organisation 
and functions of the Reserve Bank. The author concludes 

with a chapter stating the case for the devaluation ofthe 
rupee. 


THE STORY OF THE BANK OF ENGLAND. By W. 
D. Bowman. (London, 1937: Herbert Jenkins. 
Price Ios. 6d. net.) 

THE material is so vast that to write a comprehensive 
history of the Bank of England in one volume of con- 
venient size would be impossible and the author has 
wisely chosen to steer clear of a mass of detail and to 
confine his story to an outline of the outstanding events 
in connection with his subject. The history of the 
Bank of England is largely a history of modern England 
itself and it is from that angle Mr. Bowman has chosen 
chiefly to write. Commencing with a description of 
seme 9 century banking and the formation of the 
Bank of England under the Governorship of Sir John 
Houblon, he traces its growth through those years of 
transformation that occurred in England during the 
first sixty years of the Bank’s career; through the years 
that witnessed the change over from agriculture to 
industrialism; up to the world war and the present 
time. The South Sea Bubble, the Overend, Gurney 
failure and the Baring Crisis all necessarily have their 
place in this book and if the author has not added any- 
thing much to what is already known of the Bank’s 
history, he has presented his story in a most readable 
light and has avoided any long quotations from official 
documents that are apt to overawe the ordinary reader. 


PUBLICATIONS RECEIVED. 
THE Limits oF Economics. By PROFESSOR OSCAR 
MORGENSTERN. (London, 1937: William Hodge 
& Co. Price 7s. 6d. net.) 
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CURRENCY AND COMMERCE. By KRISHNA KUMAR 
SHARMA. (Bangalore, 1935: The Bangalore Print- 
ing and Publishing Co. Price not stated.) 


PLANNED ECONOMY FOR INpDIA. By SiR M. VISVESVARAYA. 
(Bangalore, 1936: The Bangalore Press. Price 
4 Rupees.) 


PRINCIPLES OF BANKING. By S. EvELYN THomas. Third 
Edition. (London, 1937: The Donnington Press. 
Price 8s. 6d. net.) 


Some New Midland Bank Branches 
By Professor C. H. Reilly 


N my last article I mentioned that the Midland Bank 
generally employed thre e or four well-known firms of 
architects to design its new branch banks up and 

down the country and sumenied that this method 
produced better results than employing a fresh local 
architect or at any rate a more or less new one for each 
job. The photographs sent me this month bear this out 
in an extraordinary way. Three out of the six are of 
new branches by Messrs. Whinney, Son & Austen Hall, 
who must by now have built more than a hundred 
branches for the Midland Bank, and the other three are 
by architects who, as far as I know, have no particular 
or lengthy connection with bank design, either for the 
Midland Bank or for any other. 

Let us take those by Messrs. Whinney, Son & Austen 
Hall, the old and practised hands at this kind of work, 
first. 

The best of their three new buildings seems to me 
to be quite definitely the Fareham branch. Although it 
is not a modern building in the way the term “ modern ” 
is applied to buildings to-day, it could not, I think, have 
been built in any other decade than the present one. 
Some may think that that is a good definition of a 
modern building, but we will let that pass. It isso easy 
to raise arguments on points of theory, and this bank has 
solid qualities whatever we callit. First, although a small 








TAY 
AN 


int- 


rice 


ird 


—— 
CSS. 


nk 
ol 
nd 
od 
cal 
ich 
ut 
of 
ill, 
ire 


lar 


en 


MIDLAND BANK BRANCHES 79 


PRE EEL ay» feet suena r 








- 





Sas Wa 





Be ee a oe 






PHI FAREHAM BRANCH 








80 THE BANKER 


\\ a 
i = \\ 


AN \\ 
AN 
‘ 


y, 





bite 


MIDLAND BANK BRANCHES 81 


branch in a small south country town, and fitting very 
well into the atmosphere of such a place, the building has 
a distinctly monumental quality. That is clearly obtained 
by the massiveness of the fine field of plain brickwork 
which the single window above the ground floor in the place 
of several has permitted. It is helped, too, by the plain 
unbroken brick flank which a wall looking over someone 
else’s property is bound to have. That, you may say, 
is an accidental effect. In a way it is and in a way it 
isnot atall. That the architect has taken good advantage 
of it is seen by the way he has made this flank belong to 
the front. The two plain fields of brickwork echo and 
enhance one another, and the dividing line between them, 
the corner that is to say, has been softened by a setback 
for this purpose. It is of course by seizing on such 
accidental effects as this blank return wall and turning 
them to his advantage that an architect shows his quality. 

Supposing the designer of this front, and we must assume 
a single designer, had drawn an elaborate elevation with, 
say, three windows, cornices and other detail finishing 
abruptly at the corner and had left that sort of front to 
be contrasted with the necessarily plain flank, that plain 
flank would have been a disadvantage to his design 
rather than an advantage. Having got this monumental 
quality of a solid looking mass then by such simple means 
the designer has nz iturally done what he could to enhance 
it. He has made his stone ground floor for instance 
as solid looking, too, as possible by keeping it very plain 
and by mz king his two windows very small—I think 
we must assume that the banking hall is lit from the rear- 

and by recessing the grilles to these windows and the 
entrance door to show as deep reveals, that is as thick a 
wall as possible. Then any projecting moulded cornices 
would divide up the front and thereby detract from 
this mass effect. So in the place of a main cornice the 
designer has placed, very cleverly I think, a plain stone 
band with the name of the bank upon it where such a 
cornice usually is. This band too, and the one below it 
also, he has taken care should not reach to the extremities 
of the front but end on itself. In that way the brick 
face is maintained. One may ask why anything in the 
place of a cornice at all, even a flat band, is used. The 
answer to that I think is that the designer—I like to think 
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he is Mr. Austen Hall, for | know the quality of his 
best work—wanted to give his building, in a Georgian 
country town, a Georgian flavour. The traditional pro- 
portions of a Georgian front are still more or less indicated. 
When too he comes to his central feature, the single tall 
pedimented window, he becomes, for a moment, the 
complete Georgian. That I think is the weakness of the 
design. This very elegant, highly finished, window 
seems a little lost in and a little out of character with 
the simplicity of the rest. True, there is the carved 
cartouche above it but that too does not seem quite right. 
[ should say it is a seventeenth century cartouche and 
it is certainly an eighteenth century window and the 
plainness and massiveness of the rest is, as I have said, 


of to-day. The design, therefore, as a whole, good as it 
is, lacks the highest unity. It is hke a man, in a light 
tweed suit wearing a silk Ascot tie. The general eftect 


might be very good to a man from another planet but 
would be a little strange to those accustomed to the present 
fashions in men’s clothes. 

The same hand has clearly designed the Southsea 
branch. There is the same feeling for brickwork, the 
same use of plain stone bands and the same use too of 
a separate piece of carving. Here, however, the roof, 
which was not seen at all in the previous branch, is 
allowed to be the dominant feature of the building. 
[ suppose the designer felt, on a corner site, his little struc- 
ture would not have sufficient mass without it. I daresay 
that is true, but I think instead he should have persuaded 
the bank to let him add a second storey or the bank 
should have done it from a sense of civic manners. It 
appears from the photograph as if this little building 
ended, on its main front, a row of two storeyed shops. 
Clearly, if that is so, to place a one-storeyed building with 
its single storey nearly as tall as the shop and storey 
over it next door and then to add a tall roof to it is 
not to treat the little street with due respect. It is like 
ending a row of tin soldiers with a child’s doll with a big 
hat on it. In itself though and on another site, say in 
some suburb where the houses are not continuous, this 
would be a suitable enough little building. The long 
Georgian sash windows, the doorway, the panel over 
and the band with the bank’s name on it are all well 
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drawn and proportioned. The cornice, which, being so 
near the roof and yet not finishing it, has a look of having 
slipped down a few inches, is perhaps a trifle coarse in 
profile and the roof itself heavy for the elegancies it 
covers. One must judge this firm’s work by its own high 
standard. 

If we do judge them in this way how are we to explain 
the Sandown branch? That seems to me a rather sad 
little building in spite of the carving over the door and 
the urns on the parapet. Once again the architects 
have been expected to do an impossible thing, that is to 
say, to put up a building with classical detail and propor- 
tions but of a shape and size for which there are no 
classical precedents. All these semi-classical Georgian 
buildings are based ultimately on the proportions of the 
Palladian palace and its appurtenances. Now no Italian 
gentleman ever wanted to build a one-storeyved palace 
on a sloping curved site of this kind. He might have 
wanted to build a one-storeyed garden temple, no doubt, 
but it would not have been of this size and shape. That 
is where the traditional classical scheme of architecture 
fails. When it is faced with an entirely new problem of 
this kind almost any solution is bound to seem wrong. 
One cannot be traditional in a new way. All the archi- 
tect’s litthke mannerisms and tricks such as his sunken 
shield, his urns, his plain bands, his isolated piece of 
carving, Which look amusing on his larger building 
where they are not of main importance, become too 
important and consequently a little doll’s house-like on 
this small stretched out affair. I am sorry this firm of 
architects, who must by now have great influence with 
the bank, did not persuade it either to buy another site 
or to let them put up a different type of building on this 
difficult corner one, which, if it is important enough 
ior a bank, and expensive enough to tempt the bank 
to add still further to the architect’s difficulties by the 
insertion of a shop into the facade, is surely worthy of 
a larger and more important building. 

We will now turn to the three branches by what | 
may call, without offence I hope, the outsiders. Let us 
take the new Greenwich branch first, by Messrs. Elcock & 
Sutcliffe. The problem here was to insert a new bank 
ground floor under a building with a sedate plaster 
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Regency front. Irankly I do not think it could have 
been more cruelly done. Under the balanced arrange- 
ment of two storeys of elegant windows with a big scale 
to the whole and with a climax given by the pediment 


FHE GREENWICH BRANCH 


to the central one at the first floor level, the architects 
have introduced an unbalanced arrangement in other 
materials and to a smaller scale, almost to a cottage one. 
Nothing surely could be less in character with a delicate 
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front in a highly finished material like painted stucco 
than a rough unpainted material like bri str used in a 
suburban manner. No two building materials indeed 
further away from one another in fale than stucco 
and brickwork, one a homogeneous surface material 
relying on the clean skin it provides when _ properly 
painted and the other a solid material made up of a 
large number of different parts all shghtly varving in 
colour and texture. There is no need to say more 
\fter introducing bare bricks and tiles into a stucco front 
one is not surprised that the new windows should be crude 
ind coarse in detail compared with those above, or that 
this new ground storey should be surrounded by a frame 
consisting of a mixture of childish and incongruous detail. 
Che Cosham branch, by Mr. G. H. Goldsmith, repre- 
sented an easier problem in that it is an entirely new 
building. This being so it is a little surprising that the 
architect has laid such stress on the difference between the 
two storeys, in the upper one of which the bank manager 
probably lives. The result rather looks as if he had had 
to come back and insert his own stone banking floor 
under his own brick upper storey. This effect is due 
[ think to the entirely different character he has given to 
both as much as to their different materials. His upper 
domestic storey in brick with its four windows is of course 
necessarily simpler than his banking one with its three 
larger windows and a door. Clearly there is less wall 
surface left when these are deducted. What is left, how- 
ever, the architect has not left alone. He has moulded 
it to look like pilasters and has further reduced its im- 
portance by the projecting mouldings to his windows. 
Che result is there is practically no background of similar 
wall face running through the two storeys and giving them 
unity. Then after the simplicity of his somewhat primitive 
type of sash windows in the upper storey with their 
numerous bars and small panes, the bank windows below 
are far too aggressive and complicated for any sense ol 
harmony, let alone unity. The flat stone arch with its 
increasing keystones within the doorway is amusing, 
if a little suggestive of some guillotine arrangement 
ready to drop a stone on the departing raider’s, if not on 
a customer’s head, but it does not make for quietness 
and simplicity in the total effect. 
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Lastly we have the Hassocks branch, but the bank 
does not send the architect’s name because the little 
building is part of some development scheme in which 
it has bought the end building ready made, and the archi 





COSHAM BRANCH 


CHI 
It is a pity 





tect therefore has not been employed by it 
not to know his name though for he is clearly as good ot 
better a man than the designers of the last two examples. 


His building externally and without apparent alteration 
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was equal to the bank’s requirements. We can say that 
because there it is, a fairly inoftensive suburban looking 
branch and vet still similar to his building next door. 
I think the seriousness in the appearance of this 
little structure compared with the ordinary suburban 
speculative building of the same type is largely due to the 
broad vertical strips of cement facing at the corners of 
the building and at the sides of the upper window on the 
return flank. These strips are echoed in the cement 
facia which runs round the block above the ground floor 





THE HASSOCKS BRANCH 


windows and in the broad strips of similar material to 
the doorways, suggesting pilasters. The result, in spite 
of the weak expanses of leaded lights in the upper windows 
and dormer and other imitation Tudor nonsense, is a 
simplicity and breadth of effect surprising in so slight a 
building. One can almost understand the bank’s buying 
it and turning it into a branch without further alteration 
or even inquiring the name of the architect. The latter, 
however, is a pity because he might do better still another 
time if directly employed. 








eB 
Bank Meeting 


HUNGARIAN GENERAL CREDITBANK 


SUCCESSFUL RESULTS—INCREASED PROIFTI 


BOARD’S SOUND DIVIDEND POLIC\ 


I t meeting, held on March 2nd, the board Bank declined by the end of the vear 1 t 
A f directors of tl Hungarian General one-third of their amount in 1931 
Creditbank approved the balance sheet for Cash in hand and clearing account deposits 





















































he business vear 193¢ The profit l ggregate 21-2 mil pengo, as 
oul s (apart I ron v Ngo the ] 1s i 
m ift dec ing i unts ‘ btors and bills, standir it 
I tt illing 8 OI peng hows likewis ible ch " 
I 88,74 3 pe u peng ue ) 
1,569°68 pengd in the previ it 129° L bills at 851 
i t, plus the bala f 1,801,2 peng 
g ver from 1935, leaves 4,189,959°5 BOARD'S CONSERVATIVE VALUATION 
g lable for the general meeting Stocks and participations figure at 58-1 millio 
ALLOCATIONS pengo, as against 55-7 million peng6 in the previc 
: . ‘ Last Ca | 1 the ass nent 
W - HE appropuianon: 4 1 partici 1 bel ( 
( vith 2 } 
A b ite at De 5. The res ‘ 
terest lit poli ta g tot st 1 
di d veighing siderations eng = Reren mperienced q 
pos Ce ispend ag ‘. 
t Ilva tat 
) ( lend e Ac 1 
ne pa id 1 Ace y cits bees 
ved t g i t 
1€ | . I} tgag i ba 
} Ma I t iit ite 
illion peng t 
f 1 S l I th ¢ I< 
i res 2 eng , 
l ; I larant 
I 
( i una, I l] peng ad l 
‘ | ind 
t . : +t i declin I 1 rhis, | 
t t tilt 1 butabl | 
~ CX i ~ 
} } g g tn i 
it it u 2 
. rh taker behalf in H 
lidi x . + } 
_ g e€ reg « a 
f ] 1 th exte 
<4 1 I Ss PROFIT AND LOSS ACCOUNT 
ig Wit vard ; 
x y | ta Int 1dval g to th I 84 { t t 
1 , ‘ 
< d, t r ha S 
t | l 1 ] is galnst ] \ Ss ¥ ( 
pos paativeinnt ' rnings shx ' \ | , 
1 t e goods d partn it la { 
. Expe Ir t! er hand, sl s 
INCREASED DEPOSITS 
« lue ] t d ou i 
2 the | i pe l expens engag 
l I t L¢ el s i { ti i 
" ft ] £ ( I wt t ) 
9 st ( } n | previou el taxatlor > ul sures 
I s dep i y situ pl 
t T } iil t Pp ed 4 ~ 1 A i 
gd) t i 1 deposit I iti fol ivitable | . ( 
S|] l ible in \ t tl to raise this 1 
pa t lati i} | , the board i t i 
H ll proc k | 
| ‘ f ngs belong el Hungaria I I 
I t e] ind is d ( d, I the idual ival of « 
t lf of ( rand | xpk 2 <j 
Py ities hat offered 1 
FOREIGN LIABILITIES ctivities bein rey oe sae 
tivi ny x i 
2 lities, wl h in the balance heet ustom of the Bank, on the one hand, and on tl 
included in the item ‘* Sundry Creditors undertakings belonging to its sphere of interests 
it lion pengd, and show, as coi on the othe the Bar ims to contin 
1 with t figure of 43-9 million peng6 last cultivating as hitherto th an equal ire its 
e St } million pengé. It must | relatic to these tw mportant factors . 
bserved fore liabilities of the economic activity 









































Qg2 


Bank Meeting. 





HONGKONG AND SHANGHAI BANKING 


CORPORATION 


H ) 
fo) 


t was Id in Hongl g 
| H Mr. J. J. Paterson, who } 
t t ne pronts fo! ti 
$15,1 I75 It was proposed 
| ial i Ll of 3 per i 
| t \ forward $2 10,789 rl 
the balance-sheet had been tak 
i net 2d } the D oO 
Notes and current yunts were 
ss 1 $50,000,000 respective 
le fixed deposits were down $20,000,001 
their asset investment nad 
wed increases of $39,000,000 and 
$58,000 é 1 as against decline in bills 


ot 820.000.0000 








I was generally agreed that the trade 
pres vhic leveloped in 1929 had 
ow moved away from the greater part ot 
rid In fact, the almost ill-omened 
i boom was again being used in 


regard to conditions in some countries, par 


United 


ticularly England and the States 
In China 1936 had been a year of changes 

t periods and periods of gloom, but 
had definitely had the 
best of it and they felt fairly confident that 
s the stability and authority of the 
Government became _ consolidated 


would still 


Chinese 


the outlook further improve 


Relations with Japan had again dominated 
scene and the outstanding 


that 


the political 
feature of the year was China had 


maintained the status quo 


CHINESE MONETARY 


After a full year’s trial 


REFORMS 


they might say 


that China’s new currency had _ worked 





1 VMeml lin 
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st satisfactorily with 


minimun ol 


tiuctuation, and this had been a great hel; 


o merchants 


Si Frederick Leith-Ross had © stat 


it the Chinese monetary reforms ha 


been justified by their results Every 
would agree that so far there had 


n no hitch, but rather there had_ been 


ery sign of skilful management by the 


Central Bank It was understood that the 
(;overnment was taking in hand the essential 


isures of internal reform advocate 
Sir Frederick, and it was obvious that 
attached to the 


Central 


importance actua 


terms of the new Reserve Ban 


Excellent progress had been mad 
settlement of 
\part 


humerous con 


throughout the vear in the 


foreign debts in arrears from. the 


steps taken to clear off 
mercial debts due by Government depart 
ments, the initiative taken by the Governor 
of the 


Chinese 


Bank ot England in forming 


Railway Bondholders’ Committe 


in London had proved of great value an 


issistance 


fhe situation in Japan did not on th 
face of it make for optimism. It was im- 
possible to foretell how the political situa- 
tion would regards th 


Budget they 


develop, and as 
confessed to misgivings. But 
is regards trade the _ position — hardly 
seemed to warrant pessimistic conclusions 
Last year's figures again showed consider 
able 


with those of many other countries 


expansion and compared favourabl 


The report and accounts were adopted 
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e 
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vas im 
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s. But ie of India’s trade in 1936 had been 
hard! striking. India’s balance of trade in mer 
lustons ndise, which for 1935 was rather less 
so 25 crores of rupees, rose to nearly 61 
OL avi 
rores IN 1936 rhis was specially interest 
ing and encouraging, for it was the first 
1930 that India had had a trade 


pt ear since 


INDIA’S R 


MERCANTILE BANK OF INDIA 


KASTERN BANKING 


ECOVERY 


balance in) merchandise Which he might 
perhaps say was substantially in excess of 


her requirements for external obligations 
vithout the export of gold Che infer 
ences that might be drawn from this wer 
that the tide had turned, and that it might 
not be long before we sa Indi gain a 
substantial importer of the precious metals 
[he high point was reached in 1934, when 
the net export of eold Was 6,501 60 Oz 
alued at nearly 60 crores of rupees in 
1936 this had fallen to almost half, namely 
159,034 Oz., valued at 32 crores 
GOOD PROSPECTS 


lhe prosperity of India depended mainly 


upon the condition of the cultivators, who 
made up the bulk of her huge population. 
The price of primary commodities, espe- 
cially cotton, jute, seeds, grain, and pulse, 


for the culti 
he 


importan e 


was of paramount 


vator and for India as a whole, and 


was happy to say that in 1936 the improve 


ment in value of most of these primary 
commodities was noteworthy From an 
examination of conditions it looked as if 
a period of improved trade and_ greater 
prosperity was in store for India. Of 
course, prosperity depended greatly on 
political conditions, their stability, and the 
confidence that stable conditions natu 
rally inspired This would be a critical 
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autonomy would 
\ll in this country 
their eves 

vith sym 

new and great 

In some 
overnment 

and bring 


must not 


proper benefit from her great and almost 


monopolistic jute industry It was too often 
forgotten that the Government was prac- 
tically a partner in industry, for, at any 
rate in the jute trade, it took in taxation, 
directly and indirectly, at least a quarter 


of the profits 


The present condition of the 


dustry was therefore not just a matter 
Which concerned the trade alone in its 


sense it affected the whole well- 


of India in general and Ben 


particular, and as it was almost entirely 


an export business, it ws of special im- 
portance to India’s economic and 

equilibrium The difficulties vithin the 
industry were capable of solution, and 
els 

before 

importat 
industrial ru fi in ) of exist- 
ing condition Was still one he soundest 


world, 


ionalised 


India and throughout 


to the 


mprove the 


tories 


that 
ome when he 
ship of the 


next 








